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Saturday, 
duly 5, 1958. 


--- On resuming at 10.00 a.m, 


--- MR, COMMISSIONER LEVESQUE not present. 


TRANS-CANADA PIPE LINES LIMITED 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearings. Mr. Frawley? 

MR. FRAWLEY: Thank you, Mr. Chairman. 
Mr. Coates, there is no regulation of the field 
price of gas in Alberta? 

MR. COATES: No "Six, not that Ll Menowsor, 

MR, FRAWLEY: And’that is as it) shouldbe, 


SLSR ee 


MR. COATES > That is what I say, yes. 

MR, FRAWLEY: That is what the producers 
want? 

MR, COATES: Well, I really don't know. 


I assume that that is what they would like. 

MR. FRAWLEY: I thought you realized they 
were on record as not wanting any government regula- 
tion: Of ther rieta wrice, 

MR, COATES: I have read no direct state- 
ments. I have read in news releases they would prefer 
noe to nave 15, 

MR, FRAWLEY: That is your general under- 
standing of it? 

MR. COATES: Yes, that is my general under- 


standing. 
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MR, FRAWLEY: And, as a matter of fact, 
it is the position of the chief owner of natural 
gas in Alberta, isn't it? 

‘MR, COATES: Yes sir, that is what I under- 
stand, 

MR, FRAWLEY: And it 1s Trans-Canada's 
position too? You subscribe to it as a general 
principle? 

MR, COATES: Yes. 

MR. FRAWLEY: In that context let us look 
at what you are saying in this brief: on page 13 
you say that Trans-Canada believes-that there should 
be additional legislation providing for Federal 
control of rates, and then you say, "Extra provincial 
gas pipe lines perform a public utility function, 
and the consuming public, the gas-distributing 
utilities and the pipe line companies are entitled 
to assurance that pipe line rates will remain just, 
reasonable and non-discriminatory."” I wondered 
when I read that why you had left us out? Why didn't 
you say anything about the producers when you were 
writing that sentence? 

MR, COATES: It is not my belief that 
the producers should have regulation rates. 

MR, FRAWLEY: Any control of rates could 
possibly affect the price of gas at the wellhead; 
isn't that possible? 


MR, COATES: It may be possible. I don't 
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think it absolutely follows that it will happen. 

MR, FRAWLEY: Perhaps I might ask you 
whether you mean the control of the transportation 
rate: I think someone called it the Mcf mile -- 
the charge per Mcf mile; is that what you want 
control of -- that rate -- or do you go further and 
say that there should be regulation of the price 
at which you sell the gas? 

MR, COATES: Well, I think the two go 
together, 

MR, FRAWLEY: Well then - - - 

MR. COATES: You arrive at the rate you 
sell the gas at rather than the rate it costs to 
move it to the point at which itis going’ to be sold. 

MR, FRAWLEY: That is right, but I want to 
know whether or not you think it is necessary that 
the regulation of rates should go beyond what you 
charge to move the gas from Alberta to Toronto; or 
do you want regulation of the price which you charge 
to your distributor at Toronto? 

MR, COATES: Whacils the difference? 

MR. FRAWLEY: Well, which do you want to 
have regulated? 

MR, COATES: i day it. ts "ali onevand the 
same, 

MR, FRAWLEY: Well, you do want reg ilation 
of the price at which you sell the gas in Toronto 


MR, COATES: I am notsaying we want regulatipn 
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of that price. I am saying it is in the public 
interest to have control of rates, 


MR, FRAWLEY: Yes, that is what you say, 


but I want to be quite certain as to how far that 
goes, and the rate regulation that you envisage 
here is the regulation of the price which you will 
charge to your distributor in Toronto or anywhere 
along the line? 

MR. COATES: Well, you arrive at that 


by determining what it costs to move it from Alberta 


to the place where it is going to be sold. It is 
all one and the same. I cannot give you an answer. 

MR, FRAWLEY: I think we are in agreement: 
what you are talking about is the regulation of the 
price you will get for your gas after you have moved it? 

MR, COATES: Yess six, 

Mia PRAWLEYS: 1. e top tet us tsay, ‘Toronto, 
or something like that. What would be the purpose of 
that regulation? What would it achieve? What would 
it be for? 

MR, COATES: It would provide a fair rate 
of return to the utility and still not allow the 
utility to earn a rate of return which would be 
exorbitant or far in excess of the interests of the 
pubiies 
/ MR, FRAWLEY: Let me examine that: I 
think yesterday, on the questioning by Mr. Pattillo, 


you made some reference to submitting a sales contract 
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to the new Federal Regulatory Board before it went 
into effect? 

MR, COATES: No sir, I didn't say that, 

MR. FRAWLEY: Well, what would be the 
relationship between your company and the Regula- 
tory Board with regard to one of these sales contracts? 
what jurisdiction would they have over one of these 
sales contracts? 

MR. COATES: I say I would envisage a 
company such as Canada, Alberta and Southern, 
Westcoast, or any other company that may be in that 
particular type of business, filing with this 
Regulatory Board a set of rate schedules that would 
provide an earning for the company, outlining all 
the company's costs as the company saw them. The 
Board would examine them and set a set of rates for 
each zone which would be applicable to all those 
who wished to buy gas in the zone, and that would 
be the effective rate, and all those who wished to 
contract for gas would pay that effective rate as 
long as it was effective, and it would not be 
necessary to go to the Board with this contract to 
ask their approval before it was put into effect. 

MR, FRAWLEY: Then, there would be a 
right for a purchaser to go to the Board and complain 
about the schedule of rates? 

MR, COATES: Absolutely. 


MR, FRAWLEY: Let us take Consumers! Gas 
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Company: you would propose they should pay certain 
rates and they would look it over and go to the 
new Board and complainthat your rates were too high? 

MR. COATES: Yes, sir, 

MR, FRAWLEY: And you envisage giving the 
Board power to direct the price be lowered? 

MR. COATES: If the Board feels they 
should be lowered, yes. 

MR, FRAWLEY: And you would immediately 
go back to the field and try to renegotiate your 
contracts in the field? 

MR. COATES: No, sir. 

MR, FRAWLEY: What would you do other 
than that? 

MR, COATES: I don't think the Board would 
direct that the prices would be reduced unless this 
company was earning more than the allowed rate of 
return. 

MR, FRAWLEY: What did the Metropolitan 
Life Insurance Company do when they found or thought 
or decided that you were paying too much in the field? 
Didn't they make you go back and renegotiate those 
contracts downward? 

MR, COATES: There was no change in the 
price, 

MR, FRAWLEY: What was that? 

MR, COATES: There was no change in the 


purchase price from the producer, 
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MR. FRAWLEY: Well, there was an adverse 
adjustment put upon the producer? 

MR. COATES: Only to do with the amount 
of gas taken; nothing to do with the purchase price, 

MR, FRAWLEY: It wasn't very acceptable 
to the producers, was it? 

MR. COATES: I don't know; they all agreed 
to it. 

MR, FRAWLEY: Well, even Trans-Canada 
didn't like it very well. 

MR, COATES: Well, whether we did or did 
not was beside the point. 

MR, FRAWLEY: You had to do it -- it had 
to be done? 

MR, COATES: Yes, sir. 

MR, FRAWLEY: What I have a great fear of 
is that the same situation will come about if you 
put power in tne hands of the Board to say the prices 
you are charging in Ontario are too high: I put it 
to you thernewis ondy one.thing you can try to do, 
and that is to go back and hammer down the field 
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MR, COATES: Metirrawley;fiJdo not 
know of any cases, There may be some, but I 
am not a lawyer, and so I do not know of the 
cases and I do not keep up with them, but in my 
memory I know of no instances where any gas 
transmission company has returned to the field 
company and asked him to reduce his price as a 
result of any action by the Federal Power 
Commission or any other regulatory body in the 
United States. 

MR, FRAWLEY: | Why run any risk of 
there being just a case, even a first one? Why 
have any such rate regulation or contract regula- 
tion, which tsiwhat I prefer to .call it? 

MR. COATES: Lisays 10 risen ithe 
public interests to do it. 

MR. FRAWLEY: The public interests of 
the pipe line company? 

MR. COATES: No; 28273 

MR, FRAWLEY: The public interest of 
the consumer? 

MR, COATES: Of the consuming public. 

MR, FRAWLEY: Of the consuming public? 
Frankly, that i3 really what you are at the moment 
chiefly interested in? 
MR. COATES: No Wsir,7 it) lsc not; 
MR, FRAWLEY: That is the way I have 


read the brief. 


Yo galieanth aM 


ie acne as: ae Ysa: opts eg T Baga % 


sa? to work fow eb if ca wap an - 


qi At fod ak’ otin ge el ton ch tee 


bg (Se serie esoaete, in To wea x 


biaki eax oF Penns. sad eae 
ie ' 


ene ee ciseet 


ett KL ttt weoteaiwgss seato Yaa Go ceacaenihal 


a begtay 


a 


at 


nd ——" 


lt 
_ 

+ 
> ee 
as? 

Bs 
“a 
wey 
1 
¥ 
- 
~ 
=, 
tt 
Ps 
=a 
x 
os 


< 
} 


ol ahead wins H 


¥ ab 
een) i. a i 
‘y rer S came Facesay p Ea let Pe. eee: ae ayved ' 
a Sn ee Gch amd eee 
-. 
' oll tal 
i | ae ey y ees Bene ‘ eet & ERD | alt ss t 
| 3 eas \ 
f 


ee Tie 
aa) 
4 
ete 
ts. 
s 
~~ 
. 
a 
ey 
= 
* 
= 
a 
= 
5 
= 


: be ia 
1 


'’ 
‘ P 
| Le ef MAT AE) et) 
bai . m3 
. 1 
| ee : 
y Peo Lidseny 3! se RIWARY AM 


g iy - Os a, tg: mp By, Se ae me re é a i 7 ‘| , ni 
7 “CREEL: SISMIENO ood ai oy Saecek Ae me a We 
"ee hires. - ott Pi Ds. eet C we > Hh ASM ., . 


TAD 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


6770 
MR. COuTES: I think you read it 
wrong. 
MR, FRAWLEY: I am very glad to have 


you tell me that. You left me out of that first 
paragraph, that is all. Now, you are telling me 
that I need have no alarm, because in your memory 
you know of no time when the Federal Power 
Commission required the re-negotiation of the 
well-head prices of gas to conform to a reduction 
which they made in the distributing price? 

MR, COATES: NO", ir. ik aid. not say 
the Federal Power Commission. I said i knew of 
no gas transmission company who returned to the 
producer and asked for a reduction in rates from 


the producer because the Federal Power Commission 


may have reduced the rates which the transmission 
company could charge. 

MR. FRAWLEY: You say that they took 
it out of their own hide? 

MR, COATES: NOS ree, 

MR, FRAWLEY: We can't have that 
assurance, can we, in Alberta? 

MR, COATES: i cannot tell you whether 
you can or not. It depends a good deal on how 
this law is written. 

MR, FRAWLEY: We will just have to 
leave it that way, that that will be hanging over 


us? The regulatory Board, on the complaint of 
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the consumers gas company might direct him to re- 
duce the price to the consumers gas company in 
tNis or that gone or Lor this or that gas, but 
you will say, "We cannot go back to Alberta 
producer and try to take it out of his hide”. 

MR, COATES: Na Sate. I advocate 
that there should not be a regulation of prices 
at the well-head. I do not happen to be a 
seer enough to look far enough into the future 
to see what any Government body might do. 

MR, FRAWLEY: When you advocate that 
there should not be any regulation of price at 
the well-head and, even if it is something that 
everybody wants, it is left to the law of supply 
and demand, you would not want it to turn out to 
be a case of locking the door and then opening 
the window and letting some Federal regulatory 
body destroy what we had all thought as the 
proper objective, would you? 

MR, COATES: Would you repeat that? 

MR, FRAWLEY: L2Simpiy pur it. TO, you 
- - I won't repeat that. It was more an observa- 
tion than a question. 

MR. COATES: I think it was too, and 
not calling for an answer. 

MR, FRAWLEY: I realize, Mr. Coates, 
that you certainly have no objection to discussing 
this thing in season and out of season and on all 


occasions with anybody representing the Province 
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of Alberta. 
MR, COATES: No, tein, Vlesuresdon'.t). 
MR, FRAWLEY: You realize that you 


have to have a healthy state of affairs back in 
the field or you cannot have a successful enter- 
prise anywhere along the line? 

MR, COATES: Lieis most. cmpontant 
that we have a successful and happy relationship 
with the Province of Alberta. 

MR, FRAWLEY: Now, you have set out 
on page 1/7 a series of deductions to be used in 
arriving at the volume of gas available for ex- 
port from Canada. At the top of page 17 you say: 

"The first off-set or deduction should be 

the reserves deemed necessary by the pro- 

ducing, Provinee, ito mroviderter future con= 
sumption within that Province.” 

I must confess that I may have misunder- 
stood what you were saying yesterday to Mr. 
Pattillo about five years. Would you mind tell- 
ing me what you proposed that that first off- 
set or deduction should consist of? 

MR, COATES: I will make another 
attempt.at the five years. Lett Yikes beats 
generally understood that in order to avoid long 
term money for any utility operation that there 
be some assurance of a long term return so that 


money can be repaid plus the interest. in order 
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to do that it is necessary to have a supply. It 
is generally the practice in this business to 
estimate your twenty year requirement on the basis 
of the fifth year amount of gas you would be sell- 
ing, and that that amount of gas must be under 
contract in order for you to go along with that 
money. That is the fifth year - - that amount of 
gas to stay under contract to that company all 
the way through the life of the permit or through 
the life of the bonds. Any expected growth be- 
yond that five years would depend upon the trend 
of development. That is, the company would have 
to have some faith in the fact that there is 
going to be additional development and that be- 
yond the five years, if you are going to grow, 
you have to obtain additional gas for the quantity 
required beyond the five year period. So what 
I have tried to say on several occasions is that 
the fifth year quantity must be under contract 
for a long period of time and must be assured to 
whoever is using it - - forget Trans-Canada for 
a minute - - whoever it may be. The future 
growth beyond the five year period depends on the 
trend of development. That includes Alberta too, 
as far,.as I am concerned. 

MR, FRAWLEY: What I was concerned 
about was this. You said yesterday that it had 


been suggested or determined that alberta should 
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have thirty years supply before any gas leaves the 
Province - - should have an assurance that the 
supply is for thirty years before any gas leaves 
Che rrovanes. I do not know whether that has 
been modified. 

MR, COATES: I believe it has been 
modified, in my first contact with the Province 
of Alberta, in the first application to take gas 
out of the Province, the requirement was that 
there be on hand in Alberta proved producible gas 
that will meet the thirty year projection, and 
no gas was to be taken out of the Province except 
until after that thirty year quantity was avail- 
able to the Province. 

MR, FRAWLEY: Yes, 

MR, COATES: I believe that the 
present policy in Alberta is that they depend 


somewhat on the trend of development also, 
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MR, FRAWLEY: Yes. Now, however, all 
I am concerned about is, you are not suggesting, 
or are you, that the determination of that figure 


should be the subject of any federal regulation? 


MR. COATES: No, sir, I am not saying 


that it should be subject to federal regulation. 


I think that is the figure that Alberta should de- 


termine. 

MR. FRAWLEY: Or any other producing- 
province? 

MR. COATES: Yes, or any other producing- 
province, 


MR. FRAWLEY: And then you come up with 
this statement under paragraph 5, on page 17: 


"The quantity of reserves remaining after 


"the preceding deductions should be used 

"as a basis for determining quantities of 

"sas available for export.” 
Now, in a practical sense, what gas would that be, 
in your view, for a competing exporter, a com- 
petitor of Trans-Canada for export? 

MR. COATES: Are you asking the quantity 
which would be available? 

MR. FRAWLEY: Yes. I don't mean in 
trillions of cubic feet, but what has to be 
assured before there can be any export by a com- 
peting exporter? 

MR. COATES: We said it would have to 


be determined in our case. You would have to 
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determine how much gas is required for the pro- 
vince, Whatever the figure may be or whatever 
the policy may be in the province, it is up to them 
to decide that figure. We said there should be gas 


available for use in Canada on the same kind of 


basis as far as other places are concerned. We 
said -- and this is certainly Trans-Canada's feel- 
ing -- that, inasmuch as it made a contract to sell 


gas in the United States, that should have some 
PrLorivy.. Then, any other gas available in the 
province should be available for export to whoever 
can buy and to whoever can get the permit. 

MR, FRAWLEY: And that would be gas that, 
practically speaking, has yet to be discovered? 

MR. COATES: Well, that is our contention, 
to some extent. 

MR. FRAWLEY: So you say Trans-Canada has 
to be taken care of, and Trans-Canada's demands now 
exceed the visible reserves, do they not? 

MR. COATES: No, “eir> L believe youvare 
wrong. If you are talking about 1988, yes. 

MR. FRAWLEY: I am talking about the 
figures you put in in Calgary of something of the 
order o© J19itriveion: 

MR. COATES: Yeasrthattisein 1938 Lf 
you read the record, we said we didn't expect to be 
positive about a 30-year projection, and I repeat, 


we,are still looking at it on a five-year basis, 
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and beyond five years we will take our chance, ise 
you look at the five-year figure, 1t is not in ex- 
cess of gas now known to be in Alberta. 

MR. FRAWLEY: I suggest that Alberta and 
Southern were a little bit worried. 

MR. COATES: I am sure they are worried 
apour «Lv. 

MR, FRAWLEY: And not only Alberta and 
Southern, Miagtr 1S. S07, COO, moh Un Lt: 

MR. COATES: Well, again I would like 
to repeat that a 30-year projection is very hard 
for anyone to be certain of. That is the reason 
why I didn't think Alberta or anyone else should 
have a 30-year supply of gas held aside for their 
Cyevem 

MR. FRAWLEY: Now, just speaking of 
Alberta and Southern and its being worried, let's 
adiseuss it just for a moment. Alberta and 
Southern are offering to Alberta producers a very 
good price, aren't they, to take the gas to Cali- 
fornia? 

MR, COATES: I think they are offering 
a fair price, comparable to the one we are offering. 

MR. FRAWLEY: Comparable to the one you 
are offering now since they came into the picture? 
That is not an unfair statement. 

MR. COATES: Perhaps you could get Mr. 


Orme to say no to that. 
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MR, FRAWLEY: LC Ls"a, 2000 thing, isn't 
it, for the Alberta producer to have a competing 
pipe line seeking to buy his gas? 

MR. COATES: Pythink it is a good thing 
for everyone to have competition. 

MR, FRAWLEY: That is exactly what you 
said when I asked you that question in Calgary. 

MR. COATES: Yes. 

MR, FRAWLEY: And you wouldn't like to 
see a situation develop where we would have our 
eggs in one basket, no matter how good a basket it 
was? 

MR. COATES: We haven't said that. We 
said that gas that is in excess of the needs of 
Canada, and that includes the provinces that the 
gas may be produced in, should be available for 
export. There is no need in saving it for any- 
thing. 

MR, FRAWLEY: We are all clamouring for 
export; there isn't any doubt about that. 

Now, I want to ask you something about 
these sales of interruptible gas. There are 
advantages to interruptible sales, are there not? 

MR. COATES: Ves, lL think. there are, 

MR. FRAWLEY: What are the advantages? 

MR. COATES: Well, principally to main- 
tain load factor. 


MR. FRAWLEY: And there are disadvantages, 
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are there not? 

MR, COATES: Not as far as we are con- 
cerned. 

MR. FRAWLEY: No? 

MR. COATES: Of course, there is this dis- 
advantage: if you can sell all at a premium price, 
but, you see, Mr. Frawley, we sell all of our gas 
at a price, It is the distributor is the one 
who rolls it all into --- 

MR. FRAWLEY: Let's discuss the extent 
to which your sales of interruptible gas may 
dilute your revenue down below what you would pro- 
bably like to receive for your gas. 

MR. McNEILL: Mr. Chairman, I realize, 
as I saldwin Calgary, this is not a contest. It 
is very difficult. We have come on this particular 
occasion with a submission on regulation. Mr. 


Frawley has already cross-examined in Calgary on 


this market subject. We haven't got our working 
papers here, we haven't got documents here. Ls 
is being most unfair in that respect. pi BOR 


Frawley wants further cross-examination in addition 
to his cross-examination in Calgary, we are appear- 
ing again in Montreal, and if we have any notice of 
it we will try to be prepared and we can answer 

clearly and precisely and directly. It is hope- 


less for us to jump over an entire project like 


Trans-Canada here and there and try and be precise. 
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THE CHAIRMAN: I think the Commission feels 
that Mr. Coates has been doing very well. 

On the question of interruptible sales -- 
that is the point, Mr. McNeill, finally -- didn't 
you say yesterday, Mr. Coates, that you are making 
no direct sales; they are all being made to distri- 
bution companies? 

MR. COATES: Yes. 

THE CHAIRMAN: And you would have no in- 
terruptible sales whatever except aap blaine areas 
where there was no distribution system? 

MR, COATES: Yes. 

THE CHAIRMAN: Where there would be in- 
dustrial sales? 

MR. COATES: Yes, and I just repeated 
that to Mr. Frawley, that we sell our gas to a 
distributor, and he in turn makes a sale. The 
load factor is, of course, good for the producer and 
also good for the distribution companies at the same 


time. 
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MR. PRAWEEY? ~Pirst of all, with all 
deference to my friend Mr, McNeill, I do not intend 
to allow the statement which he has just made to go 
on the record without a very short reply. I am 
indeed directing myself to the brief which the 
company filed yesterday on regulation and my friend, 
Mr. McNeill, has probably and completely overlooked 
that in our own brief on page 13 we have said that 
we thought that the Energy Board should have juris- 
diction over (d) the regulation of interruptible 
sales of gas supplied through Interprovincial Pipe 
Line to .ensure that such sales are not adverse to 
the public interest. I am not trying to cross-examine 
on things I cross-examined on in Calgary at all but 
I do want to discuss with Mr. Coates just where 
interruptible sales of gas, regulated or non- 
regulated interruptible sales take the producer ofgas. 

THE CHAIRMAN: I do not:think Mr, 

McNeill would object to that question from the point 
of view of Mr. Coates if you asked that question of 
Mr, Coates as an experienced gas utility operator 
and ask his opinion because hehkas already stated 
that the policy of his company, as I understand it, 
is directly opposed to making such sales except in 
extraordinary instances. 

MR, FRAWLEY: But Mr. Chairman, if not :: 
this so, I am not pretending to know anything #bouv 


the intricacies of gas sales but Mr, Coates maxes 
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a sales contract with the Jones Company, Mr. Jones 
makes interruptible sales and Mr, Jones now making 


interruptible sales, say, with International Nickel 


except for the price that hehas negotiated with 


Mr, Coates, that must be so, the price which the 


consumers, the price to you is a price made with 

full knowledge by you at that time perhaps to sell 
some of ‘it on an interruptible basis, is that not so? 
et MR, COATES: sure, 


MR, FRAWLEY: Of course, well that is why 


I do not think Mr, Coates can and I do not think he 


is trying to just escape any discussion or examina- 
tion of interruptible sales because he himself 
does not make the interruptible contract but you do 


make a contract with Union and what is called 


NeOuNeGs a? Consumers! and so on and they make 
interruptible sales, do they not? 
MR, COATES: Yes sir, I am sure they do. 
MR, FRAWLEY: I would like to discuss it 
with you if you do not mind, I might ask Consumers' 


something about it too but I would much rather talk 


to the man with whom I have privity and I have no 
privity with Consumers!', Now, Mr, Coates, when you 
were with the company that you were with in Texas 
you Nad a lot tordo with Interruptible sales, I 
suppose? 

MR, COATES: Well, they sell very little 


or no gas directly to utilities. 
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MR, FRAWLEY: Something like Trans-Canada? 

MR, COATES: I mean to industry, I think 
you will find that if the general pattern in most 
of the companies, there are one or two industry 
sales or interruptible sales but it is not the 
general practice. 

MR, FRAWLEY: Now, &@n interruptible sale: 
is necessarily made at a low price? 

MR, COATES: Certainly, it could not 
command a premium price if you are going to call a 
man up and say that within an hour you will shut it 
OL. 

MR, FRAXLEY: Andsurely this .affects your 
gross income picture? 

MR, COATES: Well, Mr. Frawley, if you 
could sell that gas 100 per cent load factor at 
the premium price it would be a very find thing, 
it would be better than if you sell some at less 
money. 

MR, FRAVLEY: Let us discuss just that, 
if you can sell it all at this premium price, as you 
say, then you could afford to pay, ir necessarily 
follows, a higher price for the gas in the field? 

MR. COATES: Nov (sir. we could "ot:: 

MR, FRAWLEY: No? 

MR, COATES: Now, if you could sell 
100 per cent at the higher price. 


MR, FRALEY: Now, that is not a practical 
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thing at all? 

NACo n luo eho” at Le not. 

MR, FRAWLEY: But as you go away from the 
100 per cent premium price your ability to pay more 
in the field is greatly lessened, that still follows, 
does it not? 

MR, COATES: You have to have a certain 
amount of revenue to maxe the wheels go around, 

MR. FRAWLEY: That is right, and the less 
revenue from sales means less money to use to buy gas 
with in the field. 

MR. COATES: Or vice versa, if you use 
more money to buy gas and have less money - - 

MR. FRAWLEY: That is right, the producer 
would like to get the best price possible? 

MR, COATES: Naturally. 

MR. FRALEY: And the consumer weuld like 
to pay the lowest price for it? 

MR, COATES: Naturally. 

MR, FRA“ LEY: And you are in between trying 
to do a job for both parties? 

MR, COATES: Yess sat, 

MR, FRALEY: I am concerned that you do 
the best possible job for the Alberta producer. 

MR, COATES: well, we will try to. 

MR. FRALEY: There is not any doubt about 
it, that there has to be a good price for the 


Alberta producer or there won't be the incentive for 
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further exploration? 
MR, COATES: I think that is right, there 


also has to be a promise to pay to the Alberta 


producer and the amount to pay. 

MR, FRAWLEY: ‘/ell, there is not any 
doubt about it at all that the coming of the pipe 
line company and all the activities in the pipe line 
companies in itself has had a great deal to do 
with the incentive for further exploration. 

MR, COATES: Yesveun,; Tt athink so. 

MR, FRAWLEY: And further exploration is 


now going on because of the feeling of the producers 


that there will be a good export market? 
MR, COATES: IT,do not: think it is entirely 
related to the export market, export from Alberta or 


Canada? 


MR, FRAWLEY: From Alberta, sale of his gas. 

MR, COATES: A market does exist, yes. 

MR, FRALEY: Whereas he had nothing but the 
one Alberta company to sell to, he now seesthe prospect 
of selling further afield? 

MReSCOATI Ot. (Les, Sir. 

MR, FRALEY: And he is going out to the 
Rocky Mountain trench and he will get more gas? 

MR, COATES: I hope he does. 

MR, FRAWLEY: And if he does not get a 
good price for his gas it will certainly detrimentally 


affect exploration in Alberta. 
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MR, COALTHS: Of course there has to be 


consideration given to his price. 


MR, FRALEY: You agree that there must 
be no federal control except over the interprovincial 
transportation of gas? 

MR, COATES: Yes; sir. 


MR. FRALEY: But you think that there 


should be that federal control over interprovincial 
transportation should extend to the price at which 
you sell to your distributors? 

MR, COATES: ely, that, is partof the 
provinciaimcontrol, 

MR. FRA ‘LEY: You refused to separate out 


the transportation cost, what I try to call per Mcf 


mile charge from tre price of the gas? 

MR, COATES: No sir, I don't attempt to 
set them apart, tney are one and the same, You buy 
gas for a price and you transport it and that trans- 
portation charge as you dicect it from the point of 
purchase to the point of sale is added onto the price 


of gas and that is what you sell gas for. It is ail 


one and the same thing. 


MR FRAULEY: 0e Your donot: regard yourself 


just as a carrier of someone else's gas? 

Mi CORTES: Novsir, werdo.not. 

MR, FRAXLEY: Mr, Meriam of N.rthern 
Natural said he may want to some day transport 


the gas which he is purchasing in ‘lberta for delivery 
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to his system somewhere in the Minneapolis area, 
Would you be prepared to carry that gas for him? 

MR. COATES: I could notsay at the present 
time, I never had any contact with Mr, Meriam in 
that regard, If he wishes to discuss it we will 
be willing to discuss it with him and wnether we 
did or did not would have to be determined. 

MR, FRAWLEY: Under such an arrangement 
you would be charging in the nature of per Mcf mile? 

MR, COATES: The only thing -he would take 
off that is the price of gas because he already owns 
it the transportation charge would be there, that 
would be the only difference between his price and 
the price we charge someone else at the same point, 

MR, FRAWLEY: And that is a matter, if you 
could not agree on it, might be fixed by some 
Federal regulatory body? 

MR. COATES: That is right. 

MR, FRAWLEY: There is nothing very unusual 
about that, is there? 

MR, COATES: well, no, there is nothing 
unusual about it. There are some contracts of that 
nature in effect in the States right now, 

MR. FRAWLEY: Is not the gas the Consumers' 
are bringing from the Niagara Transmission Line, is 
that not an arrangement of that kind, they bought 
that gas and are transporting it by Tennessee gas - - 


THE CHAIRMAN: That is hardly a matter for 
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Mr. Coates to answer, he would not know that from 
his own knowledge. 

MR. FRAWLEY: Well, does not Trans- 
Canada own the Niagara Transmission Line? 

MR, COATES: Veo, ut we lease iv to 
the operators, we have nothing to do with its 


operation. 
MR, FRAWLEY: You do not know what the 
tenant does? 


MR. COATES: No. 


MR. FRAWLEY: What connection is there, 
Mr. Coates, between the large industrial sale to 
somebody like International Nickel and the necessity 


for Trans-Canada to keep the wellhead price low? 


MR, COATES:. Would you restate that? 

MR, FRAWLEY: Yes. I say, what connec- 
tion is there, if any, between a large interruptible 
contract at a low price and the necessity for 


Trans-Canada to establish and maintain as low a 


wellhead price in Alberta as possible? 

MR, COATES: Well, I. still do not quite 
understand what you are getting at, we do not sell 
any gas to International Nickel, I do not know whether 
they are operating on interruptible or firm basis 
between them and the company they purchase from. 

MR, FRAWLEY: ‘ell, the gas has not started 
to move yet but you have made a contract with 


Northern Ontario Natural Gas? 
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MR, COATES: Yes sir, we have, -When I 
say I do not know what thecontract is between 
Northern Ontario Natural Gas and International 
Nickel, it may be interruptible, it may be a fixed 
contract, some quantity fixed, I do not know what 
the contract is, 

MR, FRAWLEY: Of course, I regard this as 
rather a serious matter and I would like to explore 


16 wlth you. 
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MR. PATTERSON: Mr. Chairman, you sug- 
gested a little while ago that in exploring these 
things, to be fair to Mr. Coates, we ask him for 
his opinion in regard to matters within his ex- 
perience, and again Mr. Coates has just pointed 
out, as was done half an hour ago, that Trans-Canada 
as a company makes no interruptible sales. phe 
this discussion is of value to the Commission or 
Mr. Frawley, surely we can keep it on a basis 
of drawing on Mr. Coates! general experience. 
Otherwise, I feel the discussion just is getting 
nowhere and is of no value to the Commission. 

MR, FRAWLEY: Mr. Chairman, 1t may be my 
inability to express myself correctly. I am 
going to address myself for the moment to you, 
Sireuanda seevir, Tvcaniclarify it. forrmyririendcMr., 
Patterson. I am addressing myself to you, sir, 
because I take it my friend Mr. Patterson's rising 
to his feet to make an application to have me cut 
Ori y-anc. ad snouldr Pike mot to be cut off. 

The Alberta producer is selling his gas 
to Trans-Canada, and Trans-Canada is selling lots 
of it on an interruptible basis. I take that 
statement seriously because while they intervene, 
N.O.N.G. here, and Consumers here, and Natural 
Gas and Quebec Natural, they are selling gas which 
they know is going to be sold in large quantities 
on an interruptible basis. I must assume Mr. 


Coates knows because he is the only person with 
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whom the Alberta producers have privity. On the 
other hand, Alberta and Southern is there seeking 
to take that same gas and sell it to Pacific Gas 
and Electric where it goes on a higher load factor 
and at a higher price. I want to explore those 
two situations with the witness to be certain as 
to where the Alberta producer fits in in commit- 
ting his gas to Trans-Canada, and for that reason 
being denied the opportunity of selling it to 
CalsT orn . We have gone on record that we also 
want Canadian demands supplied before any export, 
There is no difference of opinion there between us. 
I would like to explore the relationship between 
interruptible sales and the price at the wellhead. 
We put that suggestion into our brief on purpose, 
and I would like a discussion with Mr. Coates. 
I think Mr. Coates does know all about it. 

THE CHAIRMAN: Would you read that sug- 
gectlon in your: prier? 

MR. FRAWLEY: "The Energy Board, in 

"our opinion, should have jurisdiction 

Nover: (a), (b), (¢) and (d) the regula- 

"tion of interruptible sales of gas 

"supplied through Interprovincial Pipe 

"Lines to énsure that such sales are not 

"adverse to the public interest." 

THE CHAIRMAN: Well, it seems to me, Mr. 


Frawley, that there will be no objection ii Vous 
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asking Mr. Coates as to what he thinks of para- 
graph (d) in your brief. It is a matter of 
opinion. 

MR. FRAWLEY: That might be one way of 
rolling 1t all up into one question. That is the 
only purpose of my questioning. 

THE CHAIRMAN: Let us see if we can get 
to an understanding on it. As I understand it, 
the price of gas at the wellhead in Alberta, by 
reason of the operational calls on line demand, 
is increasing. Will you agree with that? 

MR. COATES: Co ce Gee 

THE CHAIRMAN: Is the Province of Alberta, 
Mr. Frawley, advocating a dual price -- one for 
export and one for Canada -- in order to ensure 
a reasonable price to the Canadian consumer and 
as high as possible a price at the wellhead for the 
producer in Alberta, having regard to export? 

MR, FRAWLEY: That position has not been 
taken by Alberta. We have said that we expect 
the Alberta Gas Trunk Line to put itself ina 
position where they will take gas from every well 
in Alberta whether for export or domestic, and 
what will come out of that at the moment is in the 
future. 

THE CHAIRMAN: So it would be just one 
price for all gas, wouldn't it? 


MR. FRAWLEY: Well, I wouldn't like to 
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say yes or no on behalf of Alberta as to that, be- 
eause it is too far in the future. 

THE CHAIRMAN: Isn't that precisely the 
same type of answer Mr. Coates has had to make to 
you, that you are making to me? 

MR, FRAWLEY: When he tells me that he 
Juse eets one price from his distributors? 

THE CHAIRMAN: Yes. 

MR, FRAWLEY: Oh, no, because I think I 
am entitled to explore and go beyond that one price 
he gets, because that is made up of many factors; 
it is made up of the market situation as arrived 
at after a very careful analysis of the market 
situation in which his distributor finds himself. 

THE CHAIRMAN: Let us put it another way: 
I think the Commission would be interested in Mr. 
Coates! view as to the effect of interruptible 
sales in Eastern Canada on gas distributed through 
the distribution systems in Eastern Canada at the 
price which Trans-Canada would have to pay in 
Alberta for gas. 

MR, FRAWLEY: q couddn't. askveanything 
more than that. 

THE CHAIRMAN: Isn't that your question? 

MR. FRAWLEY: That is precisely what I 
want. 

THE CHAIRMAN: Well, if Mr. Coates would 


consider that to be your question and give his 
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opinion,the Commission would be happy. 


MR, FRAWLEY: That suits me fine, Mr. 


Chairman .°. 
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MR. COATES: I would say, in answer to 
that question, that unless there was an opportunity 
to make any interruptible sales and thus to operate 
the Trans-Canada system at a high load factor, and 
it would be impossible for Trans-Canada to pay as 
much as they are at the present time for gas and 
still sell it in competition with other fields in 
Eastern Canada. I would like to clarify one point 


that perhaps Mr. Frawley believes to be a fact. 


Trans-Canada is building no facility and no capacity 
for interruptible sales. The capacity of the Trans- 
Canada Pipeline is built to meet its firm peak-day 
requirements, and on those days when it does not 

have peak-day requirements it would either have space 
not used or it has to make sales to the distributors 


who can sell this interruptible gas and can interrupt 


those sales for the use of the distributor for house 
heating and other preferred uses whenever it is 
necessary. Thus, eae it is necessary that we have 
a facility that will meet: the peak-day requirements 


at all times, vif.those facilities are not used to 


their full advantage, the cost of operation -- you 


cannot pay as much for gas or you have to try to sell 
it for more, or you have to do something to make up 
for the unused capacity that is lying idle. 

MR, FRAWLEY: Does Trans-Canada have any 


storage facilities along the line? 


MR, COATES: No, sir, we do not have any 
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storage facilities. As far as we have been able 
to determine -- and this is as a result of several 
years of study -- there is only one area in Canada 
that is suitable for storage, and it is principally 
owned and operated by the Union Gas Company. 

MR. FRA.LEY: It is because you have the 
lack of adequate storage that you are, I suppose, 
required to make interruptible sales? 

MR, COATES: Weil, Mr, <Prawley, I .did not 
lay down this law, and I cannot help it if there 
is no adequate storage available, There is only one 
here and it is owned by somebody else. They buy gas 
from us on a basis that enables them to store gas 
so that they can meet part of their peak requirements 
and meet part of the peak requirements of the Consumers' 
Gas Company. 

THE CHAIRMAN: I do not know whether Mr. 
Coates was here yesterday afternoon, but we had 
evidence on that point, Mr. Frawley, from Mr. Crozier 
of the Fuel Board, who said that there was storage 
Of 00 to,100 billion cubie feet or could be within 
five to seven years, 

MR, COATES: Yes, sir, I think that is 
about correct, as far as the figures are concerned. 

MR, FRAVLEY: A pipeline system as big as 
yours needs storage certainly? 

MR. COATES: It would be certainly an 


advantage to have storage, but there is only one, 
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_ I do not know what you can do about it. There are 
other pipelines similar to ours that do not have 
storage. 

MR, FRALEY: If you had storage, you would 
have a better balanced operation, shall I say? 
Mine CORTES: We do not have any storage, 


Mr. Frawley. 


MR, FRAWLEY: I am thinking about the fleld 
prices. If you had storage you could probably doa 
little better at the wellhead, 

MR, COATES: Nol, sir, i.do not. think so. 
It would cost more to store the gas. You do not 
store gas and then sell it at the same price as gas 


transported directly from the field to the user, There 


has to be some money to take care of that operation, 

THE CHAIRMAN: 15 cents was the figure. 

MR. COATES: Yes, sir. 

MR, FRAWLEY: Thank you, Mr. Coates, 

THE CHAIRMAN: Mr, Coates, would you agree 
that the Metropolitan Life -- and Mr. Frawley asked 
you a question on this matter -- would you agree 
that Metropolitan Life had a different point of view 
and perhaps different purpose and interest than 
would a Canadian regulatory authority in the action 
asked of Trans-Canada to take on the inception of 
finances? 

MR. COATES: Yespuour, 1 thik 


Metropolitan's purpose was completely different 
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from the one that the regulatory body would take. 
THE CHAIRMAN: The regulatory body, as 

I conceive it, would have to take action and 

policies which would be in the natural interest and 


in the interest of ¢Gonsumer, producer and the pipe- 


line company -- wouldn't that make sense? 

MR. COATES: Yes, Sir, that is correct. 

THE CHAIRMAN: The* Metropolitan Life 
would have no such interest in that? 

MR, COATES: The Metropolitan Life is 
interested in bond coverage, 

THE CHAIRMAN: I just want to get back to 
page 15 for a moment. You have taken the position 
very strongly -- do not misunderstand me -- I am not 
expressing any view at all -- that the price at 
the wellhead was no part of the control function of 
any regulatory authority? 

MR, COREES: Yes, sir. 

THE CHAIRMAN: But you would agree, would 
you not -- and I think you did -- that by reason 
of the demand for gas in the field, both for export 
from Canada and for consumption in Canada, the price 
of gas at the wellhead is on the way up? 

MR, OATES: Yes, sir, I think 80. 

THE CHAIRMAN: There comes a point where 
at this end of the line, Eastern Canada, that 


becomes non-competitive with other fuel? ‘vould that 


be clear? 
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MR, COATES: Yes, I think there is a 
limit to how high the gas can go, Of course, 
other fuels also are increasing in price, and I 
certainly cannot see any reason why an inflationary 
spiral is going to stop at this time. I think they 
are all going to go up together. Whether they go up 
equally is a question we will have to face at some 
future time. -Of course, as ‘our system grows in 
Size and we are able to transport more gas at a less 
operating cost, then we can meet increased field 
prices without a great deal of change in selling 
price. 

THE CHAIRMAN: tontt you get regulated down 
on your consumer price at that time? 

MR, COATES: Previousily,sir, up until the 
famous Phillip's decision in the «Supreme Court, 
the price of gas was added an to non-transportation 
charges. Since the Phillip's decision there has been 
regulation of the producers selling price, and that 
factor has changed Somewhat. So, of course, as 
field prices go up, I think the regulatory body 
perhaps will have to determine whether or not Trans- 
Canada was making an adequate effort to purchase 
gas at low prices or whether tiey were just indis- 
criminately going along with whatever was happening. 
I think perhaps, just thinking out loud, if the 
regulatory body was of the opinion that they could 


pay any price that anybody wanted and did not have to 
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pay reasonable prices, I think we would look at it 
adversely. 

THE CHAIRMAN: Would youagree that gas is 
priced onthe low side when compared with other fuels, 
and, though all fuels may go up in price, as you say, 
there is quite a margin that gas could go from the 
point of view of the producer -- put it that way -- 
in the price which he gets as compared with other 
sources of energy and fuel? 

MR, COATES: Yes, «san, 1 tnink that tne 
producer's price could go up without a great deal 
of effect on the final selling price of gas, because 
of the increased efficiency that the pipeline will 
have as it grows, 

THE CHAIRMAN: In other words, you would 
be in a positinn to absorb that differential increase? 

MR, COATES: To some extent. I do not 
think we could absorb it all. On the other hand, 
because that is a preferred fuel -- and the oil 
industries probably do not agree with that, but a 
great many people do -- I do not think you can get 
premium prices for it, but I think you could be very 
competitive on a comparable price basis, once it has 
had a wide introduction and people know of this and 


how much easier it is to use than the others. 
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THE CHAIRMAN: Mr, McNeill, I wonder 
if Mr. Tippy and Mr. Orme eouid follow on, 

I think yesterday, Mr. Tippy, you spoke 
on the question when Mr. Pattillo spoke about 
Original “eost. 

MR ver Y 3 Yes. awl; 

THE CHAIRMAN: As an element in the 
rate base. When you speak of original cost, 
are you using it as the same meaning as historical 
cost? 

Mio Ue PY Se The only difference be- 
tween original cost and historical cost, I think, 
is one of terms. in original cost I think we 
come to the cost of the facility when first de- 
voued £0 the public service, and the difference 
between that and historical cost is that in some 
instances the utility property, for instance,may 
be made up of properties of a number of pre- 
decessor companies, and the question is, what is 
cost? Is cost the price that the last company 
paid or wnen it first went into service? In the 
case of Trans-Canada, where all the facilities, 
with the exception of Niagara, were actually 
built by Trans-Canada - I guess Niagara was built 
by Trans-Canada too - they would be one and the 
same, 

THE CHAIRMAN: Yes, I would think so. 


Now, we spoke a lot about fair value yesterday. 
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is tnere any Federal regulatory authority in the 
United States which uses fair value as a de- 
termination for rate base for a public utility? 

MR, DERE Ys I am not sure about 
Federal Communications Commission or the Inter- 
State Commerce Commission, They have other bases 
on which they regulate. In the appendix to our 
Submission there is a page or two on that, but 
I think you will find that we make reference to 
fair value as being somewhat of an increasing 
trend on this, Jargely at State level at this 
Doin. There are a number of cases, and there will 
probably be a lot more, before the Federal Power 
Commission for regulation of a fair value. If 
and when they receive attention by the Federal 
Power Commission is anybody's guess. But many 
of the States have recognized fair value in the 
light of economic conditions today. The trend 
was towards the use of original cost at one time, 
and it has swung back and it is using fair value 
as a base, 

THE CHAIRMAN: The Federal Power 
Commission was created in the early thirties, was 
Lo ROU? 

Mi Ser es Well, the Power Commission, 
on the electric side, goes back quite a way, but 
ie Was 1930. 


THE CHAIRMAN: Early thirties, wasn't it? 
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MRe TIPRY: It was only elected in 
1938. 

THE CHAIRMAN: in the early thirties 
wasn't the regulation brought in as far as the 
electric side isi concerned on the historical cost? 

Me Ter: I haven't been in a 


case before the Federal Power Commission on the 


electric side for some time, There are very few 
of those cases nowadays. fam, alvaia Tt can't 
tell you. 


THE CHsIRMAN: Mc Hearne. 11S. cena 
COVrec ti? 

MR, HEARNE: As far as I know, the 
first time I had any dealings with the Federal 
Power Commission was in 1923, and they had then 
been in existence, I think, a year. As far as 
I know, then it was historical cost basis, and 
they had the right to take over a hydro plant, and 
that was historical cost. 

THE CHAIRMAN: Then the same principle 
was put into operation in the Natural Gas Act, 
was it not? 

Ms ZELE Pie: Just a moment. Section 
6 (a) of the Natural Gas Act, which deals with the 
ascertainment of cost of property, says: 

"The Commission may investigate and ascertain 
the actual legitimate cost of the property of 


every natural gas company, the depreciation 
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thereof, and, when found necessary for rate- 
fixing purposes other facts which bear on the 
determination of such cost or depreciation in 
the fair value of such property’. 

THE CHAIRMAN: And is that the basis 
on which the Federal Power Commission in the 
United States at the present time fixes a rate 
basis? 

Mi), SP PY: The Pederal Power 
Commission has taken the position, and apparently 
has been successful in the cases that have gone 
through the Courts, in using original cost less 
depreciation as the measure of fair value, and 
GOECY Gay aut. That is in the Hope case where 
the Hope case says we are not to export to these 
people, and if the end result is reasonable,. it 
stands out, and nobody has successfully attacked 
that. in Court. 

THE CHAIRMAN: But. Let wswsee. tf we can 
geu to the: bovtom.of thiss.. 1 would J tke sto under= 
stand. Actually what they do then, is to apply 
the principle of original or historical cost less 
depreciation and they bring in other factors on 
a basis of, we might call it, personal judgment 
or judgment which they then relate to fair value 
in order to come out with a return which could be 
considered to be fair and reasonable under the 


circumstances. 
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iS Od Ss oa I think that is a reason- 
able statement. on it, sir. 

THE CHAIRMAN: Can you tell me what 
rate of return the Federal Power Commission tries 
to level off at? 

Te i og a Up until quite recently 
they have pretty well standardized - first, let 
me say, in each case the question of proper rate 
of return is the question of the testimony both 
by the staff and the applicant; but the end 
result of regulation has been, a Federal Power 
Commission regulation has been a figure around 
6 per ednt. That has tended to move up slightly 
in the last few years. There are contentions 
for rates of return now by some of the pipe 
line companies; I guess 6 3/4 per cent is the 
highest anyone is contending for, based on the 
situation in the States at that time. 

THE CHAIRMAN: Natural pipeline? 

MASP evar Yes, natural pipeline. 

THE CHAIRMAN: Thank you, Mr. Tippy. 

Mr, Coates, I know Mr, Pattillo asked 
you some questions yesterday, and I have not 
had an opportunity to go over the transcript, 
in connection with your conclusions and recommenda- 
t20ns. IT would dike really to get deeper Into 
the reason why you and your colleagues have come 


to such a definite conelusion and recommendation 
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with respect to the eae aertardent of a regulatory 
Board, one on the policy side and one on the other, 
and merely because, at first blush, it does seem 
that that leads to additional administrative costs 


and all that sort of thing. Surely in Canada 
there will be a limited number only of, let us 
Say, interprovincial gas transmission lines, and 
presumably that is also true there, by reason of 
our geography, put it that way. Do you feel the 
Commission would be justified in recommending 

to the Government the establishment of separate 
organizations of this nature? Could it not be 
all done within one group, if such were to be the 


case? 
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NR COATES? Well, yes, sir, I am quite 
sure it could all be done in the one group. We 
felt that the two separate bodies perhaps could 
function more efficiently because you have a group 
that was familiar with the activities of the oil and 
gas industry, experts who are given to that parti- 
cular field and could handle the cases more effi- 
ciently and more readily than you could if it were 
a group of commissioners who had regulation or 
policy-making authorities over all energy. Then 
it would get to be a cumbersome operation, I am 
quite sure that there could be a national energy 
board set upand have their various branches neces- 
sary to cope with the various fields of energy. 

So far in the regulatory bodies that I 
have appeared before the commissioners themselves 
sit on all the hearings and I think it would be 
an almost impossible job for the commissioners to 
continue that particular policy, to sit on a board 
and then to have sufficient time to make policy as 
regards all types of energy. 

THE CHAIRMAN: Would you feel that there 
would be so many applications to the board for fixa- 
tionwor rates that that would absorb a very ljearge 
proportion of the time of the personnel? 

MR. COATES: I think you would have to 
have a personnel trained in the oil and gas busi- 


ness in order to cope with oil and gas problems. 
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I cannot envisage a great number of cases but I do 
believe that there is a possibility of additional 
oil lines, there 1s a possibility of additional re- 
quests for export from the country as well as from 
the Province of Alberta. There will perhaps be 
requests for additional interprovincial pipe lines 
that could run between Saskatchewan and Manitoba to 
serve some particular area. 

THE CHAIRMAN: You would feel that the 
Dominion going into this field in perhaps a more 
detailed way than it has heretofore, although 
the legislation, a good deal of it, is there if 
they care to do it -- would you feel that you would 
be trapped in the incentives of the various pro- 
vyinelal jurisdictions who now go into it 
with great detail? 1 I am thinking particularly 
of the Province of Alberta, I am not singling 
it out in that sense, although that is where most 
of it has been centered and the 011 and Gas Con- 
servation Board, would they feel that, along with 
George DeWitt, they were passing the buck to Ottawa? 

MR. COATES: No, sir, I°do'not see that 
that would occur. At the wesent time it is neces- 
sary for Alberta to act on the various phases that 
they have jurisdiction over. At the present time 
the Board of Transport Commissioners rely on the 
fact that it has been established that it should 


treat gas from Alberta. I believe the Province 


, 
oe 7 
* 
ho 
= 
7 _ 
= 
= 


ae 


on: ate yeas Ie oad 


5 


eee uik thie ay REDD te: fet? 


y oi DeAsh etn 


pereegess “So eat Scag <i 
; ne * 


So Sarna Dich eRe aves pe wk wt 


/ nuit sole tatesivoicsem J eT os whee 


: ‘ ater ict ay 7 ol en 
*, so A » a ‘ eo ee ae a Wyk fa lek ie n 4 J % 
oF otis iS ip wate bai! i KOS BEY tes He ' bia) or W Patt it Dp Pe % Be 


= 
ra 


faq srtva 2 


j 
Fe 0 Seas ESOT a 
He 4 4 ee Re Tm ay A 6 6F 
U os) : CL ii ae Bee ota Pode ates i] 2 HAY 
* a 4 ee | : s “« 
if ue care 3 5 2 re Ay aS ine i ? 


2 feGowtie .. oh cated gee ee nda eae Be sR 


I oe hve ?; « ce , re ay i sek aL 
ts ey t “f ' Li Swat oe nS ae ides TX ad 
\ & s Sy i r- Sua 
; 5 RO si) iFe ; c ua cL Ay EM asS a cod: 


oe Te Mk ade hy ESP aeeee Sap eee tp ar queen a ae] 

} i 

‘f ; ; | 
7 Sant oy 1 hte ae Ee eae a rstomty 


my od 


: = 
j a 
aid lil a a 3 ek ais Pace 
i} a tae eo ia 2 tle HOR ri 
in’ > ' 
4 ‘ . > i) - . 
o As ah vw a * rakes, gas. Ht wee Ps A far og OD 
| ee a scteedin Pe lesreeines 
Fa i) a i i % ag e 
) cf * - iy ° i a4 oo e . gr? og 
‘ 
j 
e , 4 Py, . Si 
ah : eee x ee tt Crake Gael 
| 
7 
; aoe Ket n ¥: 0 A 
3 PIG 8 Cee, yr is 2, Oe PT 
i 
Leh ee Ce awa ee Ss = ew it eid a ie Bs a ee 
TowGuawr Oa eae ay mrt Sy oe AA » uae taint 
f 
n 
i " = , than 
; 4 o55. a ee es ep, “ay Su . eth 
"4 ty Be os Bt id fae 


SROOS eh Pe Ail Viioe se ate ay ISI Ty P37 


dtAd anahiG Ghoriay si). i a8 46° ARE ee 
a ; - 1 9 


vy, 


& 


| | i 
Ms Wisewsty vas oh eS, AGTHSE es be We ayaa 
’ at 


: ‘ * . 
A ai aie iv6 yi a cae nie iy te cae f ores: cathe 


Ue 


BAUens Ch Behe Hosats gets 


Aver? oso Svetiad 1  4ag 
ee a hae ; <— 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 6809 


of Alberta would continue, I believe the Ontario 


Fuel Board would continue much as it does now 
in regulating the facets that they have jurisdic- 
tion over. 

THE CHAIRMAN: Would you feel that the 
Dominion regulatory authority should accept as 
final the decision of the provinelal authority or 
should the Dominion authority look behind and re- 
view the evidence given to the provincial authority? 

MR... COATES: Well, sir, I would not ex- 
pect that there would be any conflict of interest; 
that the regulation would be such that it would 
not be necessary for the federal body to look 
behind what the provincial body had done, or vice 
versa. 

THE CHAIRMAN: Well, suppose you wanted 
more gas in Eastern Canada and supposing the 
Province of Alberta was granting an export permit 
across the boundary, there would be a conflict of 
interest there, would there not? 

MR. COATES: Well, I will ask the legal 
department to correct me if I am wrong, but at the 
present time I think Alberta says transmittal of 
gas is separate from Alberta, not necessarily 
from Canada. They say they have "x" number of 
feet of gas and need so much in Alberta and the 
rest of it can move out of there. 


THE CHAIRMAN: But from a Dominion point 
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of view if it gives an export permit from Alberta 
and their line goes across the border and not east 
and west, surely that is an export from Canada that 
Alberta 1s putting a seal of approval on, although 
it cannot grant that actual export licence. 

MR. McNEILL: That is true.In effecting 
the procedure in Alberta adopted by the Alberta 
Board, it does allow, at least indirectly, the 
choosing by the Alberta Board of the vehicle that 
will carry the gas out of the project and thereby 
the project at which that gas is going to be used. 
Undoubtedly there could be a conflict if the situa- 
tion you described occurred -- gas to Eastern 
Canadas going out of the country itself. The 
federal authority would again decide whether it 
Gould mintfact’ go,viand &. donot think the ‘federal 
authority would need to look behind the finding as 
to the adequacy of reserves. I am speaking now 
of the technical side in that respect. 

THE CHAIRMAN: Gentlemen, shall we have a 


ten-minute break? 


---Short recess. 
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Gentlemen, we will now 


resume our hearing. 

Mr. Coates, there has been a great deal 
of discussion in the Press and elsewhere and a 
considerable amount of testimony has been given 
to this Commission with respect to the utiliza- 
tion of Canadian crude oil from Western Canada 
in the so-called Montreal market. Has Trans- 
Canada made any study as to the extent to which 
natural gas, which you would be bringing from 
Western Canada, would displace fuel oil in that 
area, say, Quebec and the so-called Montreal 
market, over the course of the next five to ten 
years as a fuel, thereby decreasing the demand 
for crude Ol or the product in that section of 
the country? You can answer that question with- 
out taking into account growth of the orcinary 
market for oil products, 

MR. COATES: Well, first, I think 
perhaps Mr. Tippy or Mr. Orme can answer that, 
but as I understood what I read in the Press, 
ttce tO Pepiace oll that 13 going to be there 
whether it comes from Western Canada - - it is 
going to replace oil that is already being re- 
fined in the Montreal area; that is, from some 
other source. 


THE CHAIRMAN: That is the object, 
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MR, COATES: DO, We are not ishuttine 
off a potential market from that respect; that 
is my understanding. Then, further than that, 
in regard vo your question, is gas then going to 
reduce the ot) requirement... 

THE CHAIRMAN: Sle Cowl Sued, 4 

MR. COATES: Jo Cris phe Me. a Opi ox 
Mr. Orme, who made these studies, can tell you. 

MR, ORME: Mr. Chairman, in making 
the estimates of the gas requirements of the 
Montreal area there was a detailed industrial 
survey made for the Montreal area which included 
a determination of the present fuel usage by 
each of the industries served there; not just for 
the most recent twelve months, but over a period 
of two or three years at least, to get some idea 
of what the trend in usage was. These quantities 
of industrial fuel at present being used in 
industry were then compared to the equivalent 
volume of natural gas for the purpose of de- 
termining the then existing potential market for 
the sale of natural gas, giving effect to the 
price that was being paid for the fuel which is 
presently being used. On the basis of the, tueis 
which were presently being used we could give 
you a very close approximation of what percentage 


of the interruptible sales - as far as that is 
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concerned, the current industrial sales, in the 
Montreal market - is represented by expected dis- 
placement of oil and expected displacement of 
coal and other fuels which are presently being 
used. 

We are making a more detailed study with 
respect to the markets other than Montreal, and 
we expect to be in a position during the course 
of the Montreal hearings where we can more fully 
answer questions of that nature than we are pre- 
pared to at this time, 

THE CHAIRMAN: That is: finew as long as 
we can get your views. We would like to get the 
assistance you can give us and it is quite all 
right if we can get it at Montreal. 

MR. ORME: Yes;7 sir. 


THE CHAIRMAN: Thank you very much. 
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MR, COMMISSIONER HARDY: Mr. Chairman, 
in Mr. Crozier's presentation yesterday, in the 
cross-examination of him, he appeared to have some 
ideas concerning storage that were a little different 
from my understanding of the situation as presented, 
and I would like to get the opinion of Trans-Canada 
on some of these things, but I understand that they 
have not had a chance to see Mr. Crozier's evidence, 
If they will be prepared to discuss it in Montreal, 


thaGiwill be all righc, 


MR, McNEILL: It has been already arranged 
with Mr. Pattillo. We have been asked to put in 
some supplementary material on the subject of stor- 
age, and it had been arranged that that would go in 
at the Montreal hearings. That will also give us an 
opportunity to study the statement that was made 
yesterday afternoon, which we have not had an oppor- 
tunity to study. 

THE CHAIRMAN: Thank you very much, 

MR, COMMISSIONER HOWLAND: Mr, Coates, 
on page 20 of the brief you say: 


"Every effort snould be made toward designing 


procedures which will eliminate or reduce paper 
work , . + 

You are really talking about the problem of 
reducing to simplicity the procedures of any new Board. 


You have been before a lot of the Boards. Have you 


any concrete suggestions to this Commission as to the 
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procedures of a Board? 


MR, COATES: I do not have at this time, 
I think that there is a resume in here of the 
Federal Power Commission Act. We have made a sug- 
gestion that we would be pleased to work with the 
Commission staff in working out the details of what 
we are referring to here. The Federal Power Commission 
has got a very cumbersome operation, and there are 


many things -- there is quite a list of things -- 


that I am sure could be eliminated, requirements 
could be eliminated, and still arrive at the same 
answer, We certainly would be pleased to assist in 
any way that we can in preparing the list of those 
things that could be eliminated without having any 
effect on the actual regulations and the amandatory 
regulations, 

MR, COMMISSIONER HOWLAND: That is very 
good, because it is quite apparent that there are a 
great many procedures which can get pretty involved, 
and it may be that first thought should be given to 


tne reason for the procedures. 


MR. COATES: There are quite a number of things 
that get so involved, and theregetsto be so much 
paper that it is very difficult to tell where you 
are at times. I am sure it must be very confusing 
to the regulatory authorities themselves to have 
so much paper, 


MR. COMMISSIONER HOWLAND: There is a 
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Second matter, I was listening to your discussion, 
and I wanted to refer to the matter at some con- 
venient time without interrupting the replies, 

What I was rather interested in was understanding 

the facts of your position. The Alberta Government 
recommended, as Mr, Frawley said, that this should 
be a Federal matter, a Federal concern, By reason 

of your organizational procedures on your sales, 
which you told the Commission you think is the 

right procedure, you have made this - if I can couple 
the procedures with your recommendations regarding 
regulation -- you have made this a provincial matter, 
because you have said, as I understand it, the 
distributing companies, if they are to be regulated 
in prices, will be under the provinelal jurisdiction? 

MR, COATES: Piatits correct. for the 
distribution company, the regulation as far as Trans- 
Canada is concerned would extend to the point where 
the gas is sold and delivered to the distribution 
companies. 

MR, COMMISSIONER HOWLAND: That is right, 
and that includes gas which will later be sold on an 
interruptible basis, which is your price to them if 
based on the realities of their sales pattern, which 
includes some interruptible supplies? 

MR, COATES: Yes, sir. 

MR. COMMISSIONER HOWLAND: This is what I 


am getting at -- an understanding of the facts, that 
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this is in your recommendation that it is really a 
provimial matter, 

MR, COATES: Tne reculat lon (of prices 
the selling price. 

MR, COMMISSIONER HOWLAND: of interrupt- 
ible supplies, among others? 

MR, COATES: Yoe, Lr, thie. selling “price 
to the ultimate consumer would be the jurisdiction 
of the Provincial Government. 

MR. COMMISSIONER HOWLAND: I am just trying 
to understand. -[L-am not being critical. 

MR UOATES:. Yes; sir: 

MR, COMMISSIONER HOWLAND: Is it true 
that under some circumstances this could be of some 
federal concern? If you visualize your National 
Energy Board or your control authority being con- 
cerned with such matters as subventions on fuel, 
here you have a situation -- and I am very glad to 
hear Mr. Orme is going to give us some figures on 
the displacement of coal. My guess on that is not 
worth much, but it is that that is a fairly sub- 
stantial figure. It will not work necessarily with 
distress to the Nova Scotia coal industry, but it | 
might be of distress to a Federal authority which is 
doing a fairly heavy subvention. At that time it 
seems to me it must be a Federal concern,, and yet 
now, lying under your proposal, it is a purely 


provincial matter. By the way, I am trying to figure 
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out how we can go from here, 

MR. COATES: That, I think, gets back 
to one of the points that we felt made it advisable 
to havea separate National Energy Board rather than 
a regulatory authority to determine policy as regards 
the various energies and that the Federal Government 
on a policy level could make decisions as to subsidies 
to whichever ones there may be, or lack of subsidies, 
or whatever the recommendation is, 

MR, COMMISSIONER HOWLAND: The effect of 
that would be surely that the Federal body would 
not have the jurisdiction to deal with the problem, 
and perhaps you are just saying the righthand should 
not know what the left hand is doing. 

MR, COATES: No, sir, I am not saying 
that. I am saying that I think it is perhaps wrong, 
in my thinking, but anyway it is the way I feel about 
it, that someone has to establish a National Energy 
policy, and that National Energy Policy Board should 
not be the one that would then regulate the various 
industries that will be handling this. I think your 
point was perhaps the substitution of Nova Scotia 
coal by interruptible gas. When it gets beyond 
regulation, I think it gets to be a policy matter then. 

MR, COMMISSIONER HOWLAND: It is just a 
matter of understanding the action. As I understand 
this, your concept of the two boards as being separate 


would mean the regulatory authority would not in fact 
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deal with this matter, because it was only concerned 
with oil or gas? 

MR, COATES: Yes, sir, and concerned with 
the regulation of oil and gas. The policy as 
regards energy -- and that is alli forms of energy and 
its use in Canada and its export from Canada -- would 
be something that to me would be more of a national 
policy level rather than a regulatory matter. 

MR. COMMISSIONER HOWLAND: This, as I 
remember your estimates, amounts to about one-third 
of the volume of your transmission, running over a 
long period? 

MR. COATES: I do not recadb that figure. 
Maybe you had better let one of these experts 
answer, 

MR, COMMISSIONER HOWLAND: What I am 
trying to establish is not that it is exactly one- 
third but that it is not a small incidental matter. 

MR, ORME: I do not understand the question. 

MR, COMMISSIONER HOWLAND: That about 
one-third of the volume of the gas coming through 
Trans-Canada will be in fact for interruptible sales 
under your forecast? 

MR. ORME: I do not have my appraisals 
before me, but I would say that that would be 
approximately what it would be. It might be a little 
more than that for some years. In the earlier years 
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MR, COMMISSIONER HOWLAND: I do not mind 
as long as you agree that it is a substantial factor, 

MR, ORME: Yes, it is a substantial factor. 

MR, COMMISSIONER HOWLAND: To climb on 
Pne ouner Side or Che fence, as IL understand it, Mr. 
Coates, the normal financial drive of a distributing 
company is to reduce this interruptible section of 
their sales to the lowest possible factor? 

MR, COATES: Yes, sir, because this gas is 
sold at the lowest possible price, 

MR, COMMISSIONER HOWLAND: So, in other 
words, the incentive driving industry is to cut the 
interruptible supply as low as possible? 

MR, COATES: Yes, sir. 

MR. COMMISSIONER HOLAND: I do not know 
whether you would rather discuss this in Montreal or 
here, I was rather interested -- more than rather 
interested -- I was interested in the reply you gave 
regarding the export contract to the Midwestern. You 
said yesterday that in fact if the export permit was 
extended to you that you would have to go out and buy 
new gas at the new higher rates. what I was interested 
in -- and I give you a chance to slough off the 
question if you prefer -- what I was interested in 
is this: if you in fact had to do it, and disregarding 
all historical factors or any arguments regarding 
whether this was originally bought for the United 


States market or not, whether in fact under the present 
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contract you could make a profit on such sales and, 
if you could, secondly, would it be a profit 


comparable to what you anticipate making in your 


eastern sales? 
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MR, COATES: Well, Doctor Howland, I 
think if it is permissible with you, we would 


like to develop those figures and put them in for 


you in Montreal. I would like to have the precise 


| figures. 
MR. COMMISSIONER HOWLAND: Yes, thank 


you. 


MR. COMMISSIONER BRITNELL: Mr. Coates, 
| I think I understand the nature and the functions 


of your proposed Federal Regulatory Agency. How- 


ever, I stiil find your second Federal Agency, 
the proposed Energy Board, removed as it is from 
any regulatcry function, remains rather shadowy 
and insubstantial body or agency in my mind, I 
wonder whether you would mind expanding a bit 
your outline on pages 20 and 21 of your present 
submission and what you said yesterday to Mr. 

| PACULELG., I take it that this proposed Energy 


Board would be elmost exclusively advisory in 


Pune LON. You say, in the first full’ paragraph 
on page cl: 
"The Energy Board should be a fact-finding, 
estimating and reporting body and would make 
recommendations with respect to legislation". 
Would you mind giving us your views as to the Board's 
possible composition and personnel, who they might 
be, who they might represent, how they might be 


picked or chosen, and what their qualifications 
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Should be? 

MR. COATES: Seba Sloe aul cl dante aceroil es Wel 
be one of two types of Boards. Parst, 2. think 
it could be a Board that was composed of senior 
Civil Servants who were answering directly to 
the Ministers who have to do with energy and 


the transportation of energy in that particular 


part of the Government operations, and this 
Board would make recommendations to those 
Ministers and those Ministers in turn would 
handle it from there as far as national policy 
is concerned, Or it could be a Board appointed 
by the Cabinet, Governor-General in Council, a 
group of men who were versed in the various types 
of energy, say, a man from the coal industry, a 
man from the oil industry, a man from the gas 
industry, someone from atomic energy, and they 
would be responsible to reporting to some branch 
of the Government, the one particularly affected, 
or to a group of men, such as the ones previously 
mentioned, and it would be their responsibility, 
this National Energy Board, to keep aware at 
all times of the energy requirements, present and 
potential, and the sources that could be available, 
present and potential. 

MR, COMMISSIONER BRITNELL: You have 


given a choice, as it were, of two possible types 


——— of Energy Board here, both very interesting, the 
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first being your group or Senior Civil Servants, 
the other would act, I suppose, in some sense as 
some senate of the industry itself, the wise men 

of the industry. Would you care to express 
preference as to which composition you would prefer 
to see followed? 

MR, COATES: Well, ~L really haven't 
thought-much “abour it, “preference, but from the 
standpoint of, I would think, efficiency, perhaps 
the senior Civil Servant group would be a proper 
one. 

MR. COMMISSIONER BRITNELL: Since they 
presumably would consult the wise men of the 
industry, shall we say. 

MR. COATES: Well, I assume that they 
would do that, and I am sure there would be 
Opportunity fer” industry to appear: before them or 
with them in discussing and arriving at the facts, 

MR, COMMISSIONER BRITNELL: Thank you 
very much, Mr. Coates. That. makes it a lot more 
real co me. 

MR. FRAWLEY: Mr. Chairman, may I ask 
one question on that? 

THE CHAIRMAN: Certainly. 

MR, FRAWLEY: Mr. Coates, wouldn't the 
Board of senior Civil Servants be just another 
Government Department for all practical purposes? 


MR, COATES: Well, I don't know whether 
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it would be another are nens Department or 
pieces of several Government Departments which 
would act as a group. 

MR, FRAWLEY: When they would be 
sitting together, these senior Civil Servants, 
they would be responsible every day, from day 
to day, to their Ministers, and I am just suggest- 
ing - I am not endeavouring to be too critical of 
your suggestion, but it does strike me that you 
wouldn't want to have another Federal Government 
Department to supervise all these operations all 
over Canada, 

MR. COATES: Mr. Prawly, aseb said, 


I have no fixed notions about whether it should be 


the Civil Servants or some appointees from industry. 


MR, FRAWLEY: But there again your 
alternative Board would be one man from atomic 
energy, one man from coal, one man from oil and 
one man from gas. Do you think they would agree 
on anything? 

MR, COATES: They would get some facts 


together, 
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MR, COMMISSIONER LADNER: Mr. Chairman, I 
have a question which I think Mr, McNeill should 


properly answer because it deals with a legal ques- 


tion, ipvefer to page S.of the brief, at the top, 


where it deals with the Gas Resources Preservation 


AGts 1956.40! Milberta, (and.in part it reads: 


"Section 10 of the Act specifically 


“provides that if in the opinion of the 
"Board an unforeseen emergency jeopardizes 


"an adequate supply of gas to consumers 


"within the province the Board may, during 


"such emergency and for the purpose of 
"meeting the emergency, require a diversion 
"of any gas intended for industrial use 
"outside the province to such other uses 
"as the Board may direct." 

Now, in reference to Alberta, page 23, 
dealing with Alberta statutes and regulations, 
page 23 of the Supplement, where Section 10 is set 
out, it says: 

"Notwithstanding any permit or the 

NOnovisioanss of vany Act,.if in the opinion 
"of the Board an unforeseen emergency 
"jeopardizes an adequate supply of gas to 
"aGustomers within the province the Board 
"may, with the approval of the Lieutenant 
"Governor ineaCoune las" 

Now,"with the approval of the Lieutenant 


Governor in Council" you get into a different 


xe 
dlls vane ant oe ® ad ws “chi nie 
hae eae gestivonaes de wit its 


ahd ae 4 ise vik we? ae 


; ; \ aint , "G)PS Cee) ee 
| ee = jos ate i ait 


air sa od eee 
| . j , 1 ys , : “) x a i‘ yu 
x ; ois) cea us Sct nmomey inde . 
» } : \ ' , " . - 
: di NER Sey ey ‘ i a, oe See) “te 
ng cetg > ahd" 44% . Dest AR A, | 


2p. 
“a 
_ er We ae “3 at Py beh egty ee as y ory ay ivan 4 oatity 
age tal eee hy 
1 : 
ei? De bey aaitie eres wh wari ith, i: io oa 
) I 


F Xo : . y : iol 

. Leen SSots dene na yseeerg. sil ata tng” en 
ib poonckt yen d ‘ang ame 2" Ph 

Ye AR egse ceeSes Nh OF yen tad si ceil Die | q | 


cuneroetiney bid sogeate Ut SEN 1) ht ew wabtene 


See Gg PlOr Weiiie2 oven | Heamelogic 1, fo es aod 
Yl ; 7 

q we u : j 

‘ae oe alo 


ie We aOy Loe) eS Dea) Pe 


mt ee a ee al - 


FaheMian Wiewatge te pi eaeae ae} ig? 


x 


CE 
a | 


ay Wa Claque sungpeae, ty posing | 
“begs Sd Pe erg sand ‘a biehe arog ue! " 
SOA BAT ou Lauer |G 

TGS La PE ota) a ss sort 


ESRI Bat etd sensagh tt 3 tg hgh ue 


ah ha 
ee eas fy, ee ri sO ees eyo, ap cane 


= 
ANGUS, STONEHOUSE & CO. LTD. 6827 
TORONTO, ONTARIO 


atmosphere than if you had a semi-judicial body 
such as a board determining this. 

Now, I put the practical question: sup- 
posing after a number of years an industry in 
Toronto, say the steel industry which uses a great 
deal of heat from gas and oil, had been established, 
would it be possible under that section for the 
Government and the board in Alberta, for reasons 
it deemed to be an emergency, to ‘cut off entirely 
the supply of fuel to the industry in Toronto -- 
or it may be any province: Do you know from 
experience or practice or any other way? 

MR. McNEILL: Well, I do not know of 
any occurrence in which the Board acted under this 
section, The present section is somewhat less 
drastic than the section in the earlier Act which 
it replaced -- that the Board with the approval 
of the Lieutenant Governor in Council can divert 
gas that is intended for industrial use outside 
the province. It used not to be limited to in- 
dustrial use; it was any gas going outside of the 
province, I think the Legislature of Alberta in 
passing this particular section felt that they 
were diverting, and I think only for a temporary 
emergency, gas to a priority use, which from my 
understanding of the gas industry generally is a 
usual thing if for any reason mechanical break- 


down or otherwise or the gas supply is short, you 
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cut off customers in order of priority. The 
top priority, of course, is the home heating. 

I think the Province of Alberta was attempting 

to do that and is attempting to do that, There 
is some question as to the constitutionality of 
that particular mee ely 

MR. COMMISSIONER LADNER: That is my 
next question, and I would like you to deal with 
that if you have looked into it. 

MR. McNEILL: Well, in the appendices 
to our Supplement Dr. Alex Smith of the University 
of Alberta Law School took some sixty or seventy 
pages to analyse that problem. TMC BAT 6s 
quite clear from his opinion that he feels quite 
strongly that the Act 1s not constitutional. 

THE CHAIRMAN: That would certainly 
bring into operation peace, order and good govern- 
ment aes provision giving the Dominion juris- 
diction, and by the time the constitutionality 
of that was determined the emergency would surely 
have passed. 

MR, McNEILL: 1 Eni onal LSC pues. 
do not think it would bother anyone that acted 
under that section. You have to have reference 
to the Supreme Court of Canada to find out whether 
they. scould or could nov. 

MR. COMMISSIONER LADNER: I would like 


to ask another question dealing with the matter of 
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the effect of this section, the effect upon the 
contracts, long-term contracts, that are made 
and the setting up of the capital structure and 
the business of the pipe line companies. For 
instance, has it any effect, in your opinion? 
MR. McNEILL: It certainly has had an 
effect. It has given rise to doubts of distri- 
buting companies in entering into contracts to 
purchase pas [rom us an so.far as financing is 


concerned. They certainly sought assurances 


that this would not happen day in and day out. 
I think that is Westcoast's greatest problem. 
It has been testifying before the Federal Power 


Commission, We have been attacked on the basis 


of the gas supply going to the United States would 
be cut off by the action of a provincial government 
and they express some doubt that our gas supply 
is certain. That has been urged on many occas- 
sions before the Federal Power Commission, and I 
assume this case of Westcoast caused the recent 
amendment which is somewhat less drastic than 
the original. 

MR. COMMISSIONER LADNER: Does the 
Government of Alberta indicate any policy in 
respect to what constitutes an emergency jeo- 


pardizing an adequate supply of gas to consumers? 


— NRE MeNbioie. No; Sir, I have no idea 


what their thinking is in that respect and I am 
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not aware of an incident that has been declared to 
be an emergency. 

MR. COMMISSTONER LADNER: Wedd ean ant 
application to the United States authorities, the 
Federal Power Commission, does the Government make 
any representation in respect to that matter? 

MR. McNEILL: No, those matters have 
been dealt with by Mr. McDonald and myself. We 
have been put on the stand as experts on Canadian 
law and we have attempted to answer those ques- 
tions. 

MR, COMMISSIONER LADNER: Thank you. 

MR. FRAWLEY: They are both good Alberta 
lawyers, 

THE CHAIRMAN: Thank you very much indeed, 
Mr. Coates, Mr. McNeill, Mr. Leyton and Mr. Tippy 
and all your colleagues for the cooperation which 
you have given us at our hearings here as well 
in Western Canada. We appreciate your going to 
give us further information and assistance at our 
Montreal hearings and we also appreciate,Mr. 
Coates, the manner in which you appear before us 
and endeavour to answer the questions frankly and 
to the best of your ability. Thank you very 
much, 

MR, COATES: Thank you, Mr. Chairman. 

THE CHAIRMAN: We will now adjourn until 


Monday morning at 10.00 a.m., in this room, at 


ana mete oes Hoes, 
sree Api mae Ves ng ath at Ht 

awe saci feet! abit wm ai ! 

. et sient ee ena oe 


i he thersd ho eprragng i 


“a " | Ain ; 
4 ) PLY oo ats y Sct ar 4) ine Go Ha hog ee. a ” ~ a 


i i , ‘ mt 


CO ARE ‘ eAGLAG, Fite Fee ee 


PRBS ORs Foe Be) eet | yeti ae 2M, (tm, r 
, ‘i a ee Ta 
i, OT ge a) me 


BSE ORM NEST OG a sieee 7 APD fe 
(eg oly ied nd oe >, P Mi i FS 7 : ae | 

WED 0) BES Baga! YAM or EP Seital nti asnict 5m 
ml ge, Be and - 4 z a ie Us A ore A ; ; eae 
Asher: fe: : SEIOGIGS GUT Ak. SBN ees rag iy the She 


es, be wed MES SG RI) ee i a ie St aa 


iG Spee 
ie. ag ate 


Bet MANY SE REE «IN «he ae “ipahaeath me 


HN ie GOCE La. SOE peti eh teeta Pie | 
} a | : ‘ 


PUGS OAL), ay aR: rd Benth pe C are inom ay ee 


fade, ha La Pe ee ayes: Ay a Me ERM Yk: oe 5 na aa oe ll iit, 


PE MAES GRO Tae Pip . cata woes” le 72 (Os aah be “ re 


et 


mm as sien: a oe 1h: 4 Eat ‘ty 
y’ * SP Rae, Antes tas wales? abe id oo) ie & Ne v7 ti ane on > 1 
i 


<ftage tity ha ae, iM cee BY S ube wy : 
gis se a: x WOEre: Teo al 


= 
SiS) 
“yj 
oe 
& 
e 
> 
se 
co 
ica 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 6831 


which time I think the Consumers Gas Company and 
the Interprovincial Pipe Line Company and Imperial 
Oil will give testimony before us. Consumers Gas 
will give testimony with respect to markets for 
gas in the district in which it serves in Eastern 
Canada. 

The hearing of the Commission is now 


adjourned until Monday morning at 10.00 a.m. 


---Whereupon the hearing adjourned at 12.10 p.m. 
Gor cecume, at lO,00-a.m., Monday, Judy fie koso. 
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Monday , 
July 7, 1958 


---On resuming at 10.00 a.m, 


---Mr, Commissioner Levesque was not present, 


Submission of 


CONSUMERS' GAS COMPANY LIMITED 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. Mr, Pattillo? 

MR, PATTILLO: Thank you, Mr, Chairman, 
We have this morning the Consumers! Gas Company, 
and they have filed their brief, which I suggest 
be marked T-7-1. Mr, Jones, the Vice-President 
and General Manager of the company, is here with 
the group, and I will ask Mr. Jones to introduce 


the members of his group to the Commission and then 


to proceed with the brief. 
MR, JONES: Mr. Chairman, Mr, Pattillo, 
I have with me on my left Mr, Jack Lee -- the names 


are listed on page 2 of the brief -- and Mr, Lee is 


our General Superintendent of Works and Gas Supply. 
On my right is Mr. F.W. Hurst, who is Assistant 
Secretary and Comptroller. On my far right is 
J.C. McCarthy, our General Sales Manager. Mr. 
W.M, Kelly, our General Superintendent, Distribution, 
will be sitting behind me. 

I will try to answer the questions that 


are asked myself with consultation with this group. 


” 


Ue 


ue 


ANGUS, STONEHOUSE & CO. LTD. 
Va 
TORONTO, ONTARIO 68 a5 


sail AT Disa NG) ala sks Submission of Consumers! 
Gas Company Limited. 

MR, JONES: By this letter and accompanying» 
exhibits The Consumers' Gas Company and its two 
subsidiaries, Niagara Gas Transmission Limited and 
Provincial Gas Company Limited, submit to your 
Commission information in the form offigures and 
ideas which we hope will be of assistance to you in 
the preparation of your recommendations, 

The Consumers! Gas Company was formerly titled 
The Consumers! Gas Company of Toronto and served 
generally Metropolitan Toronto. With the pros- 
pects of western Canadian natural gas and, 

in the interim period, with its own supply 

of natural gas from the Southern United States, 
it was desirable to enlarge its service area, 

This enlargement is to assist in providing 

a potential for future customer growth, diver- 
sified loads, to make natural gas service 
available in communities where it could not 
otherwise be justified, and to help the Company 
thereby maintain its competitive position with 
other fuels. 

As may be seen from the map in Exhibit 1 

Consumers! and its subsidiaries are now offer- 
ing full natural gas service -- that is 100 
per cent natural gas -- in Metropolitan 


Toronto and its environs; the rich agricultural 
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and industrial areas of the Niagara Penin- 
sula; the Whitby, Oshawa, Bowmanville 
industrial community; the National Capital 

of Ottawa; and by the Fall of 1958 will have 
extended its service into the rapidly develop- 
ing Georgian Bay areas of Barrie to Owen Sound 
and the Ottawa Valley from Brockville to Pem- 
broke and Hawkesbury. 

In addition to this letter and the 
exhibits (of which 25 copies are being submitted 
herewith) we will make any and all members of our 
Company who prepared the contents hereof available 
to your Commission for questioning regarding the 
methods used in preparing the estimates or for such 


other figures or information as you may request 


at the hearing on Monday, July 7th, at 10.00 a.m, in 
the Senate Chamber of the University. We do not 
propose to make any further written or oral submission 
on that date, 

This letter is being submitted with the 
full knowledge of our Board of Directors and the 


information was prepared by employees under the 


direction of: 


Oakah L. Jones - Vice-President and General 


J Manager 
F.W. Hurst - Assistant Secretary and 
Comptroller 
J.E. Lee - General Superintendent of 
Works and Gas Supply 
W.M. Kelly - General Superintendent - 


Distribution 


J.C. McCarthy General Sales Manager 
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We are not using any consultants or 
counsel, Mr. Chairman, today, and all of these men 
-- although I will be doing most of the talking, 

I would ask that you let me boast slightly about 
them because they are all men who are in the manu- 
facturing gas business and have now become natural 
gas men, and I would match them against anybody in 
the United States; I think very much of them, 

So I hope you will excuse me boasting about them, 
but they are our own men, 

We submit this letter because we are or 
could be involved in or affected by any one or all 


of the recommendations your Commission may make 


under the paragraphs of your "Terms of Reference’ 

of October 15, 1957. 

This letter is divided into the following 
parts: 

(1) Copies of most recent annual report and pros- 
pectus. 

(2) Map of service area and estimate of gas sales 
in millions of cubic feet (Mmef) for 30 years 
and comparison of these figures with the 5-year 
forecast previously submitted by us to Trans- 
Canada Pipe Lines Limited. 

(3) Our opinion as to value to our customers of 
export and import of natural gas with particular 


reference to the line known as the "Niagara 


Line” (Niagara Line is owned by Western Pipe 


: oa 
ies tas 3 - ace Peeve | Shee Se ae a 
coo weed. «Gur Uae ioe) = aay 


1 opine Seer or 
y naa ae Cee 


meet ts, sie) ees 


oo TPE paeet f 
a B Pa De Re PS : 


a eeGltes ae 


4 yh tate eee 


initceow 4 


4 Ay 

i 

rem cast’ seh souger cele seam Dal (oem, Seas ae poe att 
rh, ; , 


a 
on : “ w het « PMS iy 
ids smoDed, woe Sead bee we ee Lar 2 
Be ‘ l 
i 
ies Ps 5 ao ee "Saini tee 
vbod vite Sh Mee air “Sve DRE (Rag Bay 
ion J 
; , pare Pn, eh So ay peas 
rer to Hat Sew eres a esters henkteny) wag 
- ¥ Ms 
Soke otis Y o- . yt Bl 
pene et ai i ae ikiics a BDO : LY, pias On a me 
gt a) ee i 


ML 
So My ete 


7 Ons reeiee ISt = : ae % wl 
osm aoe Se Beet tag 


ene 
eee, oa) ee he veins wes, aa 
path MCs As) Pins deep eA NM a Oe a mee 2 ERS! 


ee” ne vy e ‘ 
Say Sy. SATO ie # 5 
a x eft 
‘ . ‘. “sORSS ~ So 
Susann "iam NE WD. at 
an is i item coe = iby 
ayy : iG geet) By Ei ar 
: ; An 
peer. oe ee aes Peay eae Re as 
Wty g) 5 li! Op a. SIRE tar shel ; ae se 
ee Pasa pH Et i isa oe aan oe oA es 
XS a NAAR he aa ee ty RE fide ls ht 
ie a Se toe es ibe th yi : el os 
See) ses ars 2s Ee Si Sis 
Pp aad, % 
Se oe us) re Kesha ‘) oa ane sity a sr) Shy Pag a ie a i <a Pe 
ee SE) va eae De ES t RTO ee SDSS 
. ‘ i - oe a . : bate a 
peo ” “jf “ Bs « ap pots ey, oy Deford SS pci de Satie 8 eeu Baer, ’ 
ae Vee wha aes a Bel Meek 3% oe ge ee) See lcee e Cel Amie, shi?) Met he) 
* + 
sca i See ee PS oS aE aot ne % 5 ses, share ety 
~eey s, 3 hase Se ES) bat ad ce ig e Re ate hae Fas eS Y 


abs Aag 


es 


dt = 
= 
eS 
A 
a 
C 
“4 
“a 
5 
BA 
a 
ae 
‘rt 
ei 
ae 
4 
= 
a3 
Be: 
bh, 
A>: 
ie 
=. 
teas 
i 
fo 
Pea 
oes 
Tae 


Pods Dye 


% if 


iy 


mae echt atid of Somes ie 
t ~ 


' 


4 
i 
i” 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


6836 


Lines and leased by us -- such lease to ter- 
minate when Western Canadian gas is available.) 
extending from the Niagara River to Sheridan, 
Ontario, and now bringing United Statesgas to 
the Toronto area, 

(4) We also submit our opinions on the importance 

of underground storage facilities to our company. 

1. ANNUAL REPORT AND PROSPECTUS -- attached as 
Exhibit Nos. 2 & 3. 

2. ESTIMATE OF GAS SALES -- Millions of cubic 
feet -- 30 years -- 12 months ending September 30; 
1959 to 1988 inclusive. 

The forecasts are made on Company and industry 
experience, starting with the Ontario Government's 
publication "Population Projections for the Economic 
Regions, Counties and Urban Areas of Ontario, 1956 
to 1976" plotted for eachcounty, and the resultant 
curve extended for another twelve years providing a 
30-year population forecast on 5-year intervals. 

We received considerable assistance in 
these population figures from Mr. Gathercole and 
Mr. Crozier who appeared last week from the Ontario 
Government, 

These population figures were then used 
for estimating our residential, commercial and 
industrial requirements using varying saturation, 
degree day, and unit consumption figures. 


The Company believes the estimates shown 
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in Exhibit 1 to be realistic and attainable. In 

preperine the estimates the Company used the follow- 

ing general assumptions: 

(a) That the Company's success in its sales pro- 
gramme is dependent upon the same factors that 
control the sales of all other types of 
service and merchandise, 

These are mainly the sale of its product 
at fair prices competitive with other fuels 
and with its employees giving service to its 
customers which is superior to that given by 
its competitors, In other words, barring out- 
side influences, the attainment of its sales 
goals is within the Company's control. 

(0) That the competitive position of gas with 
other fuels remains constant. This is essential 
due to the highly competitive nature of the 
Company's business: 

(i) although for years considered a "monopoly' the 
gas business is not such, as even though it 
is under all inclusive Provincial regulation 
it must compete in every use for the public's 
fuel business with non-regulated distributors 
of other fuels such as oil, propane and other 
LPG products, coal and electric energy; 

(ii) any increase in the price of gas to the dis- 
tribution company caused by the gas producer or 
the pipeline company, or any arbitrary decrease 


in the price of a competitive fuel could adversely 
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affect the economic stability and competitive 


position of the distributing company which, because 


of government regulation on earnings, is not in 


a position to acquire financial reserves with 
which to protect itself or compete against the 
non-regulated producer or other fuel distributor; 

(111) a gas distributing company is particularly vul- 
nerable to the pricing policies of the producer 
since the product (gas) it is distributing 
generally comes from a producer who is in all 
three businesses -- oil, gas and propane, 


Our estimates have also been prepared on 


the assumption 

(c) That it must continue to purchase its major gas 
supply from Trans-Canada Pipe Lines. This is 
for the reason that by three party agreement 
dated April 2, 1954, Consumers! (Niagara) agreed 


that it would enter a contract with Trans- 


Canada whereby Trans-Canada would be its sole 
supplier, and as a consideration Tennessee Gas 


Transmission (a third party to the agreement ) 


would supply gas to Consumers! on an interim 
basis pending arrival of western Canadian gas 
in Toronto. Consumers! entered such gas supply 
contracts with Trans-Canada on October 5, 1956, 
on January 10, 1958, and has also requested 
additional gas supplies. 


Consumers! in its negotiation for natural 
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@as was encouraged to believe that the Govern- 
ment of Canada, the Government of Alberta, and 
the producers, were so interested in the 
development of the eastern Canadian market 

for western Canadian gas that adequate future 
gas supplies for sale at competitive prices 
would be available to Consumers', and that 
customers of Consumers! would not lose because 
of the sole supplier status which was considered 
a necessary part of the plan to permit financing 
of the all-Canadian routing of Trans-Canada 
pipe line. 

In Consumers! competitive position also 
and also in the assumption in preparing this, we 
have assumed 
(d) That the Commission will be successful in 

finding means of avoiding the recent unfor- 
tunate experience of the United States in the 
serious disagreements between the natural gas 
producers and the natural gas distributing 
companies, and customers. 

3. VALUE TO OUR CUSTOMERS OF EXPORT 
AND IMPORT OF NATURAL GAS WITH PARTICULAR REFERENCE 
TO THE "NIAGARA LINE”. 

In November 1954 Consumers! (Niagara) 
leased from Trans-Canada (Western Pipe Lines, being 
a subsidiary of Trans-Canada) the 76 miles of 


20-inch transmission line constructed for Western 
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in 1954. The line is presently used by Consumers! 
to supply its own requirements, those of its sub- 
sidiary, Provincial, and for gas for the Grimsby 
Gas Company and United Suburban Gas Co. Limited 
in the Burlington, etc., area. Upon the arrival 
of western Canadian gas it is expected the flow of 
gas will be reversed and the Provincial and 
Grimsby systems served with western Canadian gas 


instead of the United States gas as at present. 


I do not mention in the brief, Mr. Chairman, 


any further supply of the United Suburban Gas 
Company because they have built their own line and 


we presume they will be changing over to their own 


supply. 


From the viewpoint of a distributing company 


like Consumers', a line such as the Niagara line 

has the following major advantages: 

(a) To help maintain lower prices to the end use 
customer by export of surplus gas (if any is 
available) either on a regular or periodic 
basis by thereby using a pipe line system to 
its greatest current potential. Unlike many 


businesses which can add plant capacity as 


needed through building additions, the distribu- 
tion and transmission natural gas business, like 
the Ontario Hydro, must plan and construct 


far in advance of the creation of the actual load. 
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Taererore, at the time’ ol completion ‘of 
facilities a company may have a system larger 
than its load requirements, then, as by sales 
promotion the load grows, the gap between 
available supply and demand gradually closes 
and it is necessary to repeat the operation 

of excess capacity all over again. During that 
period of excess capacity the export connection 
could be of material value to help in keeping 
costs down by sale of gas on a periodic or 
inverrupvible or short term basis. Also 
during a temporary period when demand is larger 
than capacity it could be that the imports 
could be made available on a favourable basis 
because of the load conditions of the company 
in the United States. 


(ob) Consumers! plan of operation contemplates as 


many points of interconnection with sources of 
supply as possible for the purpose of main- 
tenance of supply in case of emergency. This 

is again similar to the operations of electric 
grid systems. Consumers! at present has 
connections with: (i) Iroquois Gas Corporation 

at Fort Erie across the Peace Bridge (under 
Government permits), (ii) Ontario Natural Gas 
Storage and Pipelines Limited at Lisgar (near 
Toronto); and (iii) the Queenston connection for 


the Niagara line with Tennessee Gas Transmission 
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Company. AS an indication of tke importance 
of this connection to Consumers’, Trans-Canada 
agreed by letter dated October 5, 1956 to main- 
tein this connection. ; 
(c) Consumers! realizes that in the interest of 
national defence the interchange of energy of 
all kinds (and specifically natural gas, not 
only because of its rapid energy availability, 
but because of its chemical constituents) on 
an litmediate basis could be of the utmost 
importance. We respectfully suggest that a 
necessary emergency connection which is not 
otherwise used is an economic waste which with 
cO-operation could be maintained by export and 
import on an economically beneficial basis. 
In its comments under paragraphs (a), (b) and (c) 
above, Consumers' contemplates that it may be possible 


to negotiate the sale of western Canadian gas in 


New York State, with deliveries to be made from the 
Trans-Canada line on a firm and interruptible basis. 
This is a possibility, which it believes would prove 
beneficial to both Canadian and United States customers - 
all of course, subject to the recommendations of this 
Commission, the approval of Government boards, and 
Government policy. 
Further in this connection, Consumers!: 

Hopes for development of an export policy which 


would encourage a continued development of 
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Canadian gas and oil reserves with adequate 
protection of the Canadian market at competi- 
Livevprices an import policy for natural gas 
where) it is) of benefit to the nation to main- 
tain competitive prices with the Canadian 
producer and an export/import policy that 
would assist in supplying natural gas service 
to communities on either side of the Canadian- 
United States border when such communities 
could not readily be served from their own 
counury . 
Suggest consideration of a permanent Canadian- 
United States International Commission for 
consideration of energy interchange and the 
export/import of gas on some "unit" basis re- 
lated to the export and/or import of oil, coal, 
electricity, water, etc. 
Since Consumerst is forecasting for 30 years it 
eould be that the Commission may wish to consider 
the possible long term effect of the export and/ 
or import of natural gas in frozen, compressed, 
or some other form to or from other countries 
of the world. 
4, IMPORTANCE OF UNDERGROUND STORAGE FACILITIES 
Among the more important factors affecting the 
efficient operation of a natural gas distribution 
company are volume sales at very low profit margin 
and the purchase of its gas supply at the lowest 


possible cost. 
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To obtain its gas supply at low cost it must be 
able to purchase it from the transmission company 
upon the most beneficial rate or combination of 
rates and "load factor" is the determining factor 
in the choice of these rates, 

A distributing company may control its load factor 

and peak day control by: 

(a) Choice of or emphasis upon classes of domestic 
and commercial sales. 

(bo) Use of the interruptible customers who may be 
eurtailea or interrupted in periods of high 
demand. 

(c) Use of manufacturing facilities such as oil, 
gas or propane-air on peak days. 

(d) Use of line pack in large capacity lines, 
above-ground storage tanks, or underground 
Storage in exhausted oil or gas fields, or 
other under-ground storage facilities. Under- 
ground storage may be compared with the large 
tank farms used in contection with oil] pipe 
tines but on a much Larger sceale. 

In a company such as Consumers" all of these factors 

are important for by their use it is able to pur- 

chase gas from Trans-Canada upon a better load 
factor, and Trans-Canada rate schedules benefit by 
lower rates those distributing companies that so 
operate as to be able to buy on the improved load 
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These same facilities are very important to a 
company such as Consumers! in case of an emergency 
such as a line break on the Trans-Canada line, as 
by the use of them Consumers! could possibly dis- 
connect from Trans-Canada's system either in full 
or in part, thereby helping Trans-Canada conserve 
its available supply for other customers. Ets 
of course an understanding in the gas industry 
that in case of emergency all company boundaries 
are disregarded for the good of the whole. 

Very early in Consumers! contractual negotiations 
it was apparent that underground storage would 

be vital to Consumers! particular operation to 
maintain it in the competitive market. 

By the acquisition from owners in the United States 
of the majority stock of Provincial Gas Company 
Limited, Consumers! acquired both a larger market 
for interruptible gas and also a small storage 
area in Sherkston, good for approximately one and 
One-—Nalt billion cubic feet. 

Then by its contract with Ontario Natural Gas 
Storage and Pipelines Limited it provided sizeable 
storage facilities both for the present and the 
future. 

All of these operating factors should be of material 
assistance in assisting Consumers' to maintain the 
highest possible load factor and in turn should 


also assist Trans-Canada Pipe Lines Limited to 
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their greatest economic value, both to the pro- 
ducing and to the consuming provinces. 

Consumers! favours development of a national 
energy policy on both a short term and a long term 
basis but with provisions made for continued or 
periodic review and revision in view of changing 
economic and military conditions, 

Consumers! also suggests regulation of the trans- 
mission pipe line companies only to the extent 
necessary to comply with the national policy and 
safety, and not to the extent of the confusion and 
Gelay existing in the United States as a result 

of the present Federal Power Commission gas 


regulation. 


Mr 2 ones , Me hase Lo, 
MR. PATTILLO: Mr. Jones, at the top 
of page 4 you say: 
"This is for the reason that by three 
party agreement dated April 2, 1954, 
Consumers! (Niagara) agreed that it would 
enter a contract with Trans-Canada where- 
by Trans-Canada would be its sole supplier, 
and as a consideration Tennessee Gas Trans- 
mission... would supply gas to Consumers' 


eonstruct and operate its lines and facilities to 
| 
on an interim basis pending arrival of 


THE CHAIRMAN: Thank you very much, 
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Western Canadian gas in Toronto." 

I am not sure that I clearly under- 
stand that contract. Why was the acquisition 
from Tennessee of gas in any way dependent on 
Consumers! committing itself to take its supplies 
from Trans-Canada when they became available? 

MR. JONES: Consumers! had been 
selling manufactured gas made from coal and oil, 
and because of the cost of the raw supply and 
labour costs Consumers!', at a period when 
Metropolitan Toronto was growing substantially 
by leaps and bounds, Consumers! was, because of 
the rates it had to charge, losing customers. 

On the one side the population was growing like 
this and Consumers! customers were going down like 
that. Consumers! felt the only way it could get 
its way back to the competitive market was by 
finding a natural gas supply. Prior to 1954 - - 
I believe it was around 1950 - - I have looked 

at my predecessors! notes - - it began to talk 
with people in Canada and in the United States 
about the natural gas supply. There was talk 

of a line coming from Western Canada down thragh 
the United States into this area, and there was 
talk of the all-Canadian line. Consumers! found 
it could get the gas from the United States, but 
it was in the national interest that it would be 


able to disconnect from the United States supply, 


Monin. 


2 emeaian eens Le CAs an ed 


MES ERESR GA SCR ey 


as: Yashus(et ye 


“pete ae FE: SM OG ee ei a. rt 


‘ 
‘ 
iyi ae a Para) Pas 
fi 4 ha Mo Pee / peste, donee wane Tabet 
ie ae ere eh, eS his OY We ee ab 


aly 


Aina 
ae : 


Bi , i . . un i r : ne is ne 

| | Byes BT ae a ed htes 7 phair elie a ® aa or 
iy ’ D ) me 
, fhe BE Lease Ca So i ona gant 


4 hed 
: ¥ 
a 
7) pe ‘icy ie ees 
fy i 4 EL Re i 


it ‘ ie ie 3 a pei ard ean en RCE Oe ES S| ee ie ae ‘cart » ay 


W Sli pate Sa > eel wT RN ee Be beim a nage mh 


ae i on ee) 


: ¥ 
; ; han at t ; ; ie 
Lin UE eed eer: Pee yi # AG tn ; j Gas aah 4 y eat : ‘ata th 
7 ; 
ef Sa ; anes A Ges HS io cers Sats 


heey ae a ‘y Re eek ka ae ee4 wey Mi ap a3 a ae any He) a a vn, G ey 
i : , ‘ J i, ; a 
Tote TW 0 hy yey Br a AZ on ie CRE | ; ai ite peat: 


mi ws ‘ . nh 
ek a 
3 og vee WN i k ¥ 
Ao iG 
it a he ‘ 
: Be 4 Ra fa é. “fs mm < 


hee NBA! ina tow Met aha Aa eee 


Spies Se peieaiot.. 4. ved bs GOMER RTE Alt he “iil ta 
r ad Di p i a i. 


’ 


(ae feed Boe De hin Godt eee, date eas as 


y= 


f ioe leks of cant fein Ain ae 


6848 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


provided the Canadian supply became available. So 
Consumers! in its negotiations with the producers 
in the Southern United States - - I use "Consumers!" 
sometimes as Niagara, and if I use it, it is inter- 
changeable and I apologize - - in its negotiations 
with the producers in the Southern United States, 
we made direct contracts with them and we made 
contracts with Tennessee Transmission to haul the 
gas to the Niagara River. Part of what we term 
consideration of this three-party agreement was 
that, while our contracts with Tennessee and the 
producers in the United States were for twenty 
years, that we would be released from the contracts 
as soon as Western Canadian gas was here. The 
purpose in wanting to get the United States gas 

as soon aS we could was so that we could build 

the load here and we would get two or three years 
start on building the load in advance of the 


Western Canadian pipeline being built. 
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MRS -PATTLCEO? I can follow what you have 
said about Consumers, I can see how it wanted 
to be sure of a supply of gas and also wanted to be 
able to terminate that supply in the future; but 
where does Trans-Canada come into this thing? 

What is Trans-Canada giving to Tennessee to have 
Tennessee agree to permit Trans-Canada's gas to 
be taken from the gas which it was, presamably, 
transmitting at a profit? 

MR. JONES: At that time, nothing that 
I know of. There was no Trans-Canada ... -- 

I shouldn't say there was no Trans-Canada; there 
was nothing that I know of. 

MR, PATTILLO: Would you be prepared to 
file a copy of that contract with the Chairman? 

MR, JONES: Yes. 

MR, PATTILLO: Would you please do that? 

MR. JONES: You want to make it an ex- 
hibit? 

MA, PATTILLO: Well, no, we won't give 
it an exhibit number; 1t will just be filed with 
the Chairman. 

Now, while we have begun talking about 
this Niagara line, how important will the continua- 
tion of that Niagara line be to Consumers once we 
have Western Canadian gas in Ontario? Tenotice 
that you say in 1956 you got Trans-Canada to agree 


to continue the connection, Why? 


MR. JONES: The line is of importance 
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to us -- that would be Consumers and Niagara -- be- 
cause the Provincial Gas Company supplies the Niagara 
Peninsula -- it supplies the Fort Erie, Niagara and 
St. Catharines area -- and that is the line that, 

on the Niagara line, would extend from the Trans- 
Canada main system to supply those customers. The 
connection at the Niagara River with the United 
States, we felt, was of the utmost importance to 

us aS an emergency connection. 

We have no fear or doubt that the Trans- 
Canada line has been well engineered and well con- 
structed; and we also believe, Mr. Pattillo, that 
they have done a remarkably good job in getting the 
line built as rapidly as they have. But we wanted 
to be sure that we had an emergency connection as 
close to our system as possible, because continuity 
of service to the customer is of prime importance 
to us, and we don't under any circumstances want to 
have interruptions; ann that connection was, to us, 
an insurance. 

Also, we did feel that there was a possi- 
bility that there could be an interchange of gas 
that could be beneficial to our company by the more 
economic use of the line, and we were trying to be 
as far down the road as we could to be sure, in 
our own judgment, that Trans-Canada would be able 
to sell gas to us at the cheapest possible price. 
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this line in the event of an emergency in any way 
depend on the interchange of gas from Canada to the 
United States? 

MR, JONES: Does our --- ? 

MR. PATTILLO: Does your ability to get 
gas from the United States in the event of an emer- 
gency in any way depend upon your ability, and 
Trans-Canada's ability, to export gas over their 
line to the United States? 

MR. JONES: Not that I know of. 

MR. PATTILLO: So that if no export per- 
mits were granted to Trans-Canada to export gas 
over their line into the United States you still 
would be protected and able to get gas by way of 
import in the event of an emergency? 

MR, JONES: I think that is another ques- 
tion. 1 Goubtiaiet.. 

MR, PATTILLO: That is what we want to 
find out. Is there any agreement inwriting? Is 
there anything we can look at to see what the posi- 
tion is? 

MR, JONES: I don't know of any agreement 
between Trans-Canada and Tennessee, but I do know 
that we felt, when we received the letter agreement 
with Trans-Canada that they would maintain that con- 
nection, that they would have to make some kind of 
an agreement with Tennessee in order to make that 


gas available and to live up to their agreement 
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with us. 

MR, PATTILLO: Would it be practicable 
to maintain the connection if the line was only 
used in the event of an emergency breakdown 
to Trans-Canada? 

MR, JONES: Noy Oven: my opanion. 

MR RATT LELGs It has to be constantly 
used to be a practical proposition, does it not? 

MR. JONES: Yes. 

MR oe PART LOELGS Well, now, woula you mind 
filing a copy of that letter agreement that you 
have referred to between Trans-Canada and Consum- 
ers? 

MR. JONES: Yes, I would be glad to. 

Mia Aly LLL: Now, where you have under- 
ground storage facilities such as you speak of, 
either your own, or where you have contracted for 
the use of them, does this emergency line bear the 
same importance to your operations as it would 
without those underground storage facilities? 

MR, JONES: LA wy sOpiLOn, yes. 

MR, PATTILLO: Would you explain that, 
please? 

MR. JONES: If a break came in the 
Trans-Canada line between Hamilton and, we will 
say, St. Catharines, the supply of gas from 
storage of the Ontario storage people, and also 


the supply of gas from the Trans-Canada pipe line 
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would be cut off from the Niagara Peninsula; there- 
fore the emergency connection with Tennessee would 
be the connection that would be immediately drawn 
on to supply that industrial, agricultural area, 

MR, PATTILLO: So that even with storage 
facilities where they are presently situated you 
do need some other outlet to supply that area at 
certain times? 

MR. JONES: Lec te0 further, Me. 
Pattillo, and say that if the break occurred in 
the main Trans-Canada line and we were calling on 
the Ontario storage facilities for their full 
capacity -- keeping in mind that the entire Eastern 
Ontario and the Montreal markets would be dependent 
on that supply -- in my opinion, the Tennessee 
eonnection could still be of value to assist in 
supplementing gas that would come out of storage, 
Or some other sources. 

MAS PATE LEC: Now, in your opinion, 
would the exportation of Canadian gas at Niagara 
in any way assist in reducing the cost of gas to 
Consumers and Canadian distributing companies 
supplied by Trans-Canada? 

MR, JONES: Yes. 

MA, “PATTILDO : Would you expand that? 

MR, JONES: The economics of a distribu- 
tion system and a transmission system operation are 


very similar, Basically we try to use the capacity 
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of the system to the utmost -- 365 and 366 days 


Deny ecarie--rand Ti ayou can sell intverruptipile, 
Or, ate limey use the term, seasonal == "inter- 
ruptible" is inclined to be a poor term -- seasonal 


or otherwise gas, you are getting money from it, 
even though it is only covering your income and 
cost and is not being carried under fixed charges. 

Mie PATTILLO: Supposing you were put 
in this position, Mr. Jones, that you were told 
that the Niagara connection would not be kept un- 
less Trans-Canada was permitted to export gas from 
Emerson, but you were told that if the Trans-Canada 
did export gas from Emerson the result was going 
to be that it would have to enter the producers'! 
market and buy more gas at higher prices than 
prevailed before, and part of that increased price 
would be passed on to Consumers -- if that was 
the problem with which you were confronted what 
would your answer be? 

MR. JONES: First, I would check to see 
4f the statement made to me was correct, and if I 
found itevonbercorrect, Twould certainly be sup- 
porting anything to try to keep my costs down. 

In that same close relationship, Mr. 
Pactilio, £ think 1 is well to maintain a connec= 
tion like that because there could come a time 
when another area needed needed the threat of 


competition -- and competition is what we are in -- 
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the threat of being able to bring gas in from 
other -.sources could, perhaps, have a beneficial 
effect upon the law of supply and demand that 
exists in this country. 

MR. PATTILLO: So if you were confronted 
with the problem that permitted the export of gas at 
Emerson, even although it was going to cost Con- 
sumers more you would still be willing to accept 
that if it meant that, without acceptance, you 
wouldn't have this Niagara connection? 

MR, JONES: I think that the answer there 
is) NO. I must have misunderstood your first ques- 
tion. 

Minn PATILLLO: This is the situation as 
we have it on the record: Trans-Canada, when it 
entered into its contract with the producers, 
anticipated a certain Canadian market and a cer- 
tain United States market, and they bought their 
supplies for eighteen years on that basis. It 
now turns out that these boys of yours and others 
have upped the Canadian market very considerably, 
and, consequently, the gas they permitted them- 
selves and contracted for is not going to be 


adequate for Canadian supplies alone. 
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Accordingly, if they are permitted to export at 
Emerson they will have to go into the field and 
pay higher prices for that gas, they have fixed 
contract price for gas at Emerson and unless 
that was varied -- and there is no provision in 
the contract to vary it -- the only way they 
could operate would be by averaging, as Mr. Orme, 
one of the witnesses, said, the cost of the gas 
now under contract and the future supplies and 
the averaging would be imposed on all customers 
including Consumers, which would mean an increase 
an Ccost.. 

Now, on that factual picture, if you 
were told "Well, if that is the price of keeping 
my connection at Niagara for an emergency it is 
too rich"? 

MR. JONES: That is right. 

Mine PATRI: Too rich? 

MR, JONES: Vee, Sit. 

MR, COMMISSIONER LADNER: What was the 
answer? 

MR, PATTILLO: He said it would be too 
rien, 

Now, I was not here on Saturday but I 
understand there was a little discussion about 
interruptible gas, and I happen to know, Mr. 
Jones, and you know that I do, that you know a 


good deal about interruptible gas. I wonder if 
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you would explain to the Commission what is meant 
by the term "interruptible gas", how it is operated 
by a distributing company and the benefits and rea- 
sons for it? 

MR. JONES: Interruptible is probably a 
poor caption that has grown up in the industry, as 
many captions do. Interruptible gas is the end 
result, and although we use the term in our rates 
we do not start out with the idea of selling on 
that particular basis. Now, we think when we 
are talking about interruptible sales we are talk- 
ing about gas that is available at a time when the 
system is not being used to its peak capacity, when 
the system is rot experiencing its heaviest demand. 

A good example, in my mind, is again 
here in Ontario where the Hydro has been so success- 
POL The local Hydros sell water heating on the 
basis that they buy electric energy for water heat- 
ing at a very inexpensive rate but whenever the 
electric system is at a period of peak demand, 
whether at eleven o'clock in the morning or mid- 
night, or whatever time it is, they have a technical 
method by impulse, or something like that, that they 
ean cut off these water heaters so as not to put 
that demand on the system. 

We compare interruptible gas sales with 
exactly what the Ontario Hydro is doing in control- 


ling their peak in the water heaters. We feel 
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interruptible sales are very similar to what the 
coal people do in the summer time, You can see 
ads now "Fill you bin in the summertime and save 
money." They offer a different price for the 

coal when their trucks and barges are not being 

used to capacity. The oil people do the same 
thing, they sell oil at lower rates when the de- 
mand, is ofr yanithe rortiiseason: 

Our propane competition does exactly 
the same thing with us so that the sale of off- 
peak or seasonal helps our thousands of customers 
by using our system to the greatest economic ad- 
vantage, 

We believe, and I have said this in talks 
to the Ministers of Mines conference, we believe 
that the use by us of interruptible helps the 
customers and also helps the Alberta producer or 
any other producer, It certainly helped when I 
was in the States for a while. It helps with the 
trunk line system because it means that, properly 
planned, it evens up the sale of the product 
throughout the twelve months! period, it brings 
a more even cash flow into the producer's hands. 

We believe the sale of interruptible or 
seasonal gas helps the Canadian economy because it 
makes available to industry gas for certain opera- 
tions at a price which otherwise would perhaps be 


beyond their reach. Alone ithat saline fiseeyisrom 
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the most recent Gordon Commission Report where they 
talk about the advantages of natural gas and they 
emphasize the industrial plants that can use it to 
advantage because of their particular processes. 
We think that the price at which interruptible gas 
ean be sold is helpful, therefore, to the overall 
Canadian economy. 

We think sometimes, Mr. Chairman, that too 
much attention is paid and too much is made of price. 
We have constantly heard that and read it in the 


papers about price, and people do not buy gas on 


price alone, and this is true of the interruptible 


business. They buy it because it is a quiet, safe 
fuel. You can save money on the initial cost and 
ane tne wise: of 10, It is a premium fuel with a lot 


of advantages, and I think the Gordon Commission 
recommended it in this extract which I have, so we 
feel by the sale of interruptible gas we are doing 
the same thing that the Ontario Hydro, the oil, coal 
and propane people, and anybody who is in a highly 
competitive business, is doing. 

MR. PATTAILGLO s Does the sale by the distri- 
butor of interruptible gas or seasonal gas have a 
depressing effect on the price that the producer 
gets in the field? 

MR, JONES: incur Oop intons. no. I would 
say it is the opposite way, that we are doing them a 
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MR, PATTILLO: Because you are giving 
them a constant flow of business? 

MR. JONES: We are giving them a market. 

MR, FRAWLEY: I did not catch the last 
word, 

MR, PATTILLO: A market. 

MR, FRAWLEY: Oh, you are giving them 


a market? 

MR; PATTILLO: Now, if I might move for 
the moment to storage, underground storage, would 
you explain what underground storage facilities 
are, how they are used, where they are found in 
this section @ Canada, and what advantages they 
have? 

MR. JONES: Well, natural gas sales be- 
come of such tremendous size that it is not econo- 
mie to build steel gas storage tanks, or put in 
a series of pipcs underground to store gas in. 
You would have to cover such a tremendously large 
area that we have to rule out, wherever possible, 
the use of above-ground storage. There are 
places, of course, in the country, in countries, 
where there is no underground storage, and then 
the peak days! load factor must be controlled in 
other ways. 

The sale of interruptible gas is a part 
of the control of load factor. Underground 


storage -- the first thing that you do when you 
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begin to try to sell large quantities of gas is 


to look for storage, whether it is exhausted gas 


or old flelds, whether it 1s in other types of 
gathers, or where something else nas been removed 
from the ground, but gas, if it has remained 
underground for billions of years until tapped 
for production in a storage field, then the theory 
is if you know all of the wells that have been 
drilled into that field originally to remove gas 
or oil, you know thereby the limits of the field 
and you can go back in, generally, into a field 
such as that, and inject the gas under pressure 
up to its original pressure and perhaps some 
more, depending on the type of sand you are storing 
20R 
Phat; to our minds, when you find or 
locate by geological processes an exhausted -- 
not even an exhausted field where oil or gas has 
been removed, it makes the ideal type of storage. 
Now, it does cost money to put gas into 
storage and take it out again, but you put the gas 
into storage in off-peak periods, say in the summer- 
time, so it is available to draw it out of storage 
to be used in the wintertime. The ideal place 
for storage for Consumers! gas would be right 
on the outskirts of Toronto, but, unfortunately, 


there is no storage there, so we do the next best 


— Chane. That is, when we get the Provincial Gas 
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Company to provide storage. Their storage goes 

on Tairly late and it goes out in kind of 
fingers, so we finally determined it would cost so 
much to develop that and it would cost so much that 
we looked around and found we could make a deal with 
the Ontario Storage or Union Gas Company for a por- 
tion of their storage reservoirs, because they have 
some very excellent storage reservoirs about the 
size we want to use, in Western Ontario. 

MR. PATTILLO: Now, you spoke about the 
ideal place for storage location for your company. 
Does it follow that there is a geographical ideal 
for storage for large distributing companies? 

MR, JONES: As near the market as pos- 
Sole, 

MR. PATTILLO: In other words, for Trans- 
Canada there would not be any great advantage to it 
in having storage facilities in Alberta? 

MR, JONES: We would still have to have 
storage facilities here regardless of Trans-Canada 
having storage facilities. We would still have 
to have storage nearby on the best load factor. 

We also think -- I might say this -- we think we 
are helping Trans-Canada and Trans-Canada customers, 
and thereby the producers, by our type of storage and 


our type of load factor, 
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pubs eee sled ha OA I wonder if you would be 
kind enough to turn to your Exhibit 1 and pages 
two and three. You probably are aware that 
Trans-Canada came in with a forecast as to its 
Canadian markets when we were meeting in Calgary 
in February which I think rather overwhelmed every- 
one. We have subsequently been advised by Alberta 
and Southern, a company which is seeking to export 
gas to California, that they have had a market 
survey made of the Trans-Canada area, and there 
is no similarity whatsoever in the results they 
have achieved. We are going to hear more about 
that probably next week. But you say in your 
report, speaking for the areas which your company 
services, that you have made the survey based on 
your experience, and I was wondering whether you 
would tell us just how you do go about making an 
estimate of the market which you: are going to 
have? 

MR, JONES: Well, we start out by 
finding the population that is, presently in the 
area and trying our best to forecast, based upon 
present growth and, with reasonable familiarity 
with what is happening in our areas, what will be 
the future growth. 

In making these population forecasts, we 
talked with just about everybody that we think has 


anything to do with population forecasts, and, 


a. 


i, 


' 


e 


: 


” 


» POR ERS od Miki nese at Te bi. \rmarack Q 


grr ts: 0. SaBbY! s,(060, CL tneunaRaes 


Men rAd can Dai NA GON RIM 8 tonan } 
; ‘ ihe : 


i ee 


42 
rN 


rr 


adit: oa mo Peaee > 


(2 CSRS, i igesen 9% aw i OM a ‘ 


! 


watathe “osprey welTaws onhene 


Aer a 


i ty ay ee 4 Soa 
fe RES ow Pee 
j tir fa EAs pkey 1 oh 
Tayi 
4 yrs tj ‘al oy hit fom Piet wi 
s Bis SPA wT 
, - Cok SUD | Sua fb clu? 


ROY eel orn BE hUsistow Seay + hie) ene ase 


nN ¢ : i) cal 


ae Sue dem 54 ede Gt Gb Hoe. wor Hee ev] Leak of Pies 


a pe ey i 
ne i aor 2 


"oe Blt hcg TR RO Pe Re ed _ Steam eat % atantiRe | a 


Por eee ii 
; saver nt 
| | | ee acre la 
: A i . a i 
| ii ; i Le ir 
ok Te AN Cee Bee pEHNO a ry eet 
7 ‘i = ry ‘ fi ee aa - . © \ A ce ma ve Bat t A ; " : 
at TS OL) WED ROSSA. 6 oy hati 


nets. | ; 1 


One 


() Tea oP Sees, La aRe to LO vid bag 


qt) 1! Et Bing m Qi date bid: BI ae « sone snsaeg i 


St. DL ie ‘pede BORIS MAUD, (th 2 pana, fa tea, same 
Cy edt 


Be a : 
yet 3 Ff Shr my ; 


> a y 
ete { - ; 
4 ‘J i i 


OM. KEP RROORAS METS co: WOE: © G.o8 


‘).) 
Le pabeadenery,dokdatiy a mah 
is : i ‘ nm 
ae © a! : : : 7 


ANGUS, STONEHOUSE & CO. LTD. 68644 
TORONTO, ONTARIO 


unfortunately for us, we still find considerable 
disagreement between Federal Governments, Dominion 
Governments and Chambers of Commerce and Boards of 
Trade in forecasting population. But we finally 
decided that we could plot it, which we did. Then 
we know the number of customers, residential and 
commercial, that we would normally obtain, based 
upon population, Industrial, we go on the basis 
of the present industrial load and industries that 
will come into an area to supply growth of popula- 
tion in the country. We, after arriving at the 
number of customers, would then take an estimate 

of the number of those customers that would use 
what we term base load, that is for cooking, water 
heating, clothes drying and incineration, 
refrigeration, and then we would estimate the 
number of those customers that we would believe 

we could obtain for house heating. We don't have 
any idea that we are going to be able to take away 
all of the oil business from the oil companies, 

or from the coal companies or the coal business, 

or from the electric people or the electric business, 
They are businessmen too, but we believe we can get 
our share and take some of our business back just 
as they took business away from us when we were 

not pressing as we should have been. So we would 
arrive at the number of base load customers and 


then the number of heating customers, and, then, 
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based upon that number of customers, we would apply 
the degree days, which is the heating area, we 
would apply the base load unit consumption upon 
what we believe we could sell to those customers, 
and they would want to use, and we would multiply 
all that up and we would compare the final results 
we would obtain with the average annual consumption 
with, say, a residential customer. We do not 
either try to play on the conservative side or 

the other side; we take the figures as they were 
arrived at because they seemed to us reasonable 
figures. 

MR .PATPIELO's And then you show in here 
the difference you come up with in your present 
forecast with what you had forecast-in the past? 

MR. JONES: Near Sometimes Trans- 
Canada gets slightly aggravated with us as a 
distributor because we seem to be constantly 
saying to them we are increasing our quantities, 

I can't say they get very aggravated, 

MATA bikes Does it make any difference 
in the forecasting as to what per cent of your 
population is living in established areas and what 
per cent of population will be in new built-up 
areas? 

MR. JONES: Ves. sir, Gitedoes] 

MR.» PATEL ELOs And from your experience 


you have the factor that you apply to an established 
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area and getting customers to convert as opposed 
to a new area, and then go into and lay data lines 


and get them as original customers. 


MR. JONES: May I ask a question on 
that? I just want to confirm my recollection on 
that. In the early years of our estimates we 
did use a different factor and when we found the 
two lines coming together in the later years we 


used just the average. 


Min Par rriTos: Now, when you are trying 


to work this out do you anticipate that you are 


going to have the same amount, same rate of growth 
in all categories of sales, “that is, residential, 


commercral, “industrial? 


MR, JONES: Generally speaking, yes, 
Sirs 

MR, PATTIBLLO: And you have found in 
your experience in the business over many years 
that that is generally the way it works? 

MR. JONES: Yes, but, 1 should add; 
Mr, Pattillo, something that may have been missed 
in my letter, that we say we are in the business, 
that we set a goal on what we can sell. EC as 
almost like the recent cigarette - I think Rothman's - 
they must have set a goal of the amount they want 


to sell, as by their promotional efforts and so 


on they will sell that quantity of cigarettes, 


The gas business is very similar; if we can get 
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the business we will sell the gas. 

MR, PAPTIELO: Nothing is impossible if 
you know what you want to achieve, 

MR. JONES: Yes, and there is the 
concept that has come into this gas business now, 
that it is a competitive business, we have got to 
go out and sell, 

MR RATTLE: I see a lot of people 
across the room who probably don't like you taking 
such an aggressive attitude. 

MR. JONES: If we are half as good 
as the oil companies, we will be very happy. 

Vie A TLL EO* I was going to ask you 
that question. You have probably read in the 
newspapers a great deal about the concern of the 
Canadian oil producers, or some of them, that they 
are not getting a greater share of the Canadian 
oil market. Now, when Trans-Canada gets to full 
operation and gas is coming enn here in quantities 
contemplated, would you think that would have any 
effect on the market for the products of the oil 
industry in this area? 

MR. JONES: I hope so, But I may add 
that I think there are other markets, as I pointed 
out in’ this letter - I hope you don’t mind me call- 
ing attention to it. I have seen this magic barrel 
that the oil people have; I think it is two hundred 


different things or two fifty different things they 
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can make, 

MR, PAT? ILDO: That is Mr. Frawley's 
barred. He@hasenever been able vo wfind: out what 
it costs. 

MR, JONES: If they can sell heating 
oil, won't they sell more gasoline, won't they sell 
more Bunker C, won't they sell more chemical products? 
I think the first thing I ever studied in economics, 
I used the example of the sheep, and when the price 
of lamb was up the price of wool was down, and vice 
versa. We sare concerned only that if there is 
any arbitrary pricing to prices out of the market. 

Now, perhaps some oil should go to the 
United States. I have been reading in the paper 
recently of considerable agitation in the west 
because one of the refiners on the west coast 
was bringing o11 from Borneo or some other place - 
anyway, some place out of the country. What I have 
reference to in the paragraph here about this 
International Commission which ends up on page 6, 
why shouldn't - if we have got some gas that the 
United States want and the producer here wants to 
sell in the United States, they have some relation- 
ship in the United States, why shouldn't the 
United States and refiners and others have to 
take certain quantities of o11, either of oil or 
some other of our products that they might not 


want to take? Perhaps it is called tie-in sales. 
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MR, FRAWLEY: Echo answers echo, Why not? 
MR. PATTILLO: Well, I think you would 
agree, Mr. Jones, that if you are going to insist 
on that you would have to have a very high degree 
of regulation and control being exercised in the 
oil and gas industry, would you not? You would 
almost need a selling agent who would be able to 
say to the people who were coming from the United 
States, "We have the gas that you want, true, but 
we have a few other things in our hip pocket too and 
you have to take those", 
MR, JONES: Including wheat? 
MA PATTILLO: Yes. 
MR. JONES: And why not? Excuse me -- I 
did not mean to ask you a question, 
MR, PATTIRLO: That Ts quite all right. 


If I knew the answer I would answer it. Perhaps 


I am rounding up some more ammunition. 
THE CHAIRMAN: We will have a break for 


ten minutes, gentlemen, 


we could have a few minutes! break, Mr. Chairman. 
---(Short recess.) 
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THE CHAIRMAN: Gentlemen, we will now 


resume the hearing, Mr. Pattillo? 


MR, PATTILLO: Thank you, Mr. Chairman, 
Mr, Jones, may I revert fora aoment to interrupt- 
ible’ gas? Many people hold that in offering 
your interruptible gas you are selling bargain- 


basement gas and that, as a result, the price that 


can be paid to the producer is depressed; is that 
correct, or not? 


MR, JONES: No, 


MR, PATTILLO: Would you please expand that? 
MR. JONES: Consumers! sells interruptible 
gas purely to fill in the valleys caused by its 


contract for maximum day gas. We sell 


interruptible gas in competition with other fuels, but 


we do not justsell interruptible gas at a price in 
order to get business, 

Wwe think it is poor policy on the part of 
a company to have a pricing policy that calls for 


so-called dumping, and so whenever we sell interrupt- 


ible gas it is not sold at a so-called bargain price, 
We try to sell interruptible gas many times for large 


industries in combination with firm gas, and we 


believe that in many instances we have been able to 

encourage the manufacture of products here in Canada, 
which would use gas, because of gas being a particu- 
larly useful type of fuel; just as there are certain 


products for which electricity is better, and other 
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products for which oil is better and other products 
for which coal is better. 

We believe that by being able to sell 
interruptible gas, or to sell on an interruptible 
basis, we are helping to build the economy, 

In fact, you can ask Mr, Lee how many 
CAMeSae, Sa acs How many times did we interrupt this 
last winter, Mr. Lee? Can you recall, approximately? 

We interrupted, this last winter, approxi- 
mately 25 different days. 

MR, FRAWLEY: On 25 different occasions, 
or days? 

MR, JONES: On 25 different days. 

MR, «PATTILLO: . If you. look at your letter 
at page 5, the first paragraph after the paragraph 
lettered (c): 

"Consumers! contemplate that it may be possible 

- to negotiate, for the first time, Canadian sale 
of gas in New York State, with deliveries to be 
made from the Trans-Canada line on the firm and 
interruptible basis ... ". 

Will you please tell us on what that 
comment is based? 

MR, JONES: Well, Consumers! is in the 
business of selling gas,and gas service, Tras- 
Canada is in the business of selling gas service. 
The more gas that they can sell up to the capacity 


of their line the lower we hope that their offering 
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costs will be, and that we would, perhaps, share 
in some of those sales -- we don't have a contract 
for it -- if they can sell it for the lowest 
possible cost to us. 

We were approached by some people in some 
of the industrial areas of New York State -- northern 
New York State -- and asked if we thought that it 
might be possible to get some gas from the Trans- 
Canada line when it came through there -- when it 
came through Ontario. We said: "well, we believe 
that if there is some gas left over after Canadian 
markets are looked after we certainly would be glad 
to have Trans-Canada buy it," vie asked Trans- 
Canada if we thought the people in Ottawa and others, 
if there was gas available--would there be any 
objection to even considering it; and subject to the 
recommendations of this Commission we believe that 
there is a movement whereby some firm gas could be 
sold and also some interruptible gas could be sold, 

MR, PATTILLO: And you think that firm 
gas could be sold at a price,in New York State, which 
would benefit all Canadian distributors? 

MR, JONES: We believe it could be sold at 
the take-off point of Trans-Canada at Trans-Canada's 
rate -- at Trans-Canada's current rate -- at Trans- 
Canada's pipe line rate to other sdistributors, and 
it could still be sold in New York State at a profit. 


It is not a large scale, though; it is quite a small 


~~ mene a wa om 


: chee i one mes 

agate ga TI5G BENS Be OED ; 
cael qe BnBY Sh that haw od EER 
| 1 my a 
Cie be Ag Cae ae 
"Oe 


haob a ". Gites Saons to's 


+ 


pel 


’ 
Sy ote res Me dg Ph 
ha or aro 

> CyOrry c 
pi SeswoL sti $ 


eee: ; : LLoe + Bt = rae rep ; na” ot 


- 


. Lei: sts te i 
n 
pat ot ain stdtesos 
ts a? VS ers 8 x 4, 
were oe USP 58s baer caicnnay ai ol 
pet atqoed ome pete a 
, 
Hp 4 o © tae a a : o¢ Pees, Le ay! fs. P 
°° eras ~~ sess Y “wer Fo €sec8 1s Pet aubett aid "to 
. Heth heh sae ata eS ae) alee eee eR a ea £ 
+f Sand goadoXkts ow UP Oonas Dee ~~ ade t6 saroy won 
. we sey ‘ De rap Greeney Bey . Hc . r : i i 
Sr i ae ii ees ai Ob ae i 
anety art mol ean “BS a3 Kanieontse bc hg fan 
E EA Bet irs ee ae ir aes a bf Ab as 
, Maree A. auger to gaudy ema Fe ei " 9n abs 
y t iar i, ae 7 Sera er a ¢ 
oY ye inet Am ari aie Bree SOR ‘ 0 
navetrend ew fio." os bP 4, tae ) rine outs sii | 
: ? a alates | gk eee opener te 
Rie Nane we Ce eae ee SOR Se A pe ue Par oie 
ma five?’ “sds ro Chal abe emigGe af sian tt sadd 
, / fe re, eet eo) ie H a5 
} Hy ¢ = ; é e 7 : 4 OL ln . - yy Bic 
or a ‘ } \. 7 "hw 4 Wide rr BA Gy a o 
| : : ) Seay oe aN 


jpeg 5 Oa M se wud ‘ahs ema 6 rerl oF | 4 a 


ee ct Geer Aer 


ae dwatdo ar 6rdoed iauods ew ti sheasd 


i 


p : eee RS i oo gS ee : 


ifieve sas asw Stedit “42 


é oye 


mie Yor 


4 


‘SaMOL efit 


aoe 


Fa a aces z Goer “ wd a 


to id tako N40. soba orls 


eas alee Bae ay §Bo-- 


y= Bt te _ Stet 


. a 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 68 73 


MR, PATTILLO: Those are all the questions 
I have, Mr, Chairman, 

THE CHAIRMAN: Well, I want to follow 
on with one question before calling upon Mr. Frawley, 
if you don't mind, because it relates to this. 

When the transaction was made originally 
of the purchase of Louisianna gas with the Tennessee 
Gas and Transmission, was it at that time contem- 
plated that Tennessee Gas and Transmission would 
take this firm and interruptible gas about which 
you have just been speaking at the Niagara outlet? 

MR, JONES: No; this has no connection 
at all with Tennessee. 

THE CHAIRMAN: Wasn't it that Tennessee 
would like to get it for their system? 

MR, JONES: No. New York State is not 
even in the Tennessee territory. 

THE CHAIRMAN: Are there not large storage 
facilities in that part of the country? 

MR, JONES: I am talking only about the 
New York State sale; that is what I have been 
talking about. 

THE CHAIRMAN: So am I. 

MR, JONES: Well, the New York State sale 
I am talking about, Mr. Chairman, is further along 
the line, up towards Cornwall; and Tennessee is not 
in the area at all, This has nothing to do with 


the Tennessee business, 
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THE CHAIRMAN: Was it contemplated -- 
and this is a different question -- was it dis- 
‘cussed, or has it been contemplated, in relation 
to Tennessee Gas Transmission, that they would pur- 
chase gas for their system at Niagara? 

MR, JONES: There is nothing that we 
have been able to do with Tennessee, We did think, 
Mr, Chairman, that in the maintenance of this Niagara 
connection ° + . -- may I start over again? When 
we asked Trans-Canada for, and got, the letter agree- 
ing to the connection at the Niagara River, we thought 
that Trans-Canada would probably have to make some 
kind of agreement with Tennessee to take some gas 
and not just maintain an idle connection there; but 
we are not involved, and I don't know that they have 
ever done it. 

yere I in Tennessee's place, I would ask 

for some type of delivery -- I would ask for some 
flow one way or the other -- because to have a 
connection just lying idle is not economic. 

THE CHAIRMAN: The question, then, has 
no relationship to Consumers! whatsoever? 

MR, JONES: No. 

THE CHAIRMAN: Thank you, Mr. Frawley? 

MR, FRAWLEY: Thank you, Mr, Chairman. 

Mr. Jones, you suggest that our gas might 
go to New York State, and that intrigues me. I 


wonder if you have examined it in this context: 
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Pacific Gas and Electric, through Alberta and 
Southern, has offered the Albertaproducer a start- 
ing price at 14 cents at the wellhead. This gas 
you are speaking about going into New York State 
would be the gas that goes into the Trans-Canada 
line at the Saskatchewan gate at 10 cents; is that 
not right? 

MR, JONES: I do not know, because this 
is not a sale that is even consummated; but it 
could be at a higher price than Trans-Canada would 
be paying for the gas. 

MR, FRAWLEY: You wouldnt contemplate 
supplying New York State with some of this gas that 
the producer is getting 10 cents for? 

MR, JONES: No, 

MR, FRAWLEY: Or, 10 3/4 cents? 


MR. JONES: I mentioned that as a possi- 


bility because I felt that we should lay before 
this Commission everything that we had in our minds 
that might happen at some future date. 

MR, FRAWLEY: Well, Mr, Jones, so far as 
I am concerned I subscribe to the very thorough job 
you have done in doing that; but I put it to you 
that the Alberta producer would have some very strang 
thoughts about being told that he couldn't sell his 
gas to California at a rate of 14 cents because of 
the all-Canadian policy, and then finding out that 


some of the gas was going to New York State at a 
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lower price. Surely that wouldn't be acceptable, 
would it, Mr. Jones? 

MR. JONES: Well, J af nov a producer, 
so I don't know, 

MR. FRAWLEY: It wouldn't to be acceptable 
to the producer, 

MR, JONES: hem not a, producer, “sol 
am not in a position to answer. 

MR, FRAWLEY: Now, Mr. Jones, you surely 
are broad-minded enough to reach out a little bit 
and just think what he would think about it. Surely 
that would be unacceptable. 

MR, JONES: Sometimes I am not at all 
sure what the producer does think. 

MR. FRAWLEY: That could be; that could 
be. Fortunately for him there are some people 
who, although they are perhaps doing it very feebly, 
are trying to speak for him to this Commission, 

Now, Mr. Jones, I would really like to know 
something more about this Niagara contract, if I might 
call it that. I would like to know a great deal 
more about it. What Niagara did was that they went 
into the fields in the United States and made some 
prices directly with the producer; is that correct? 


MR, JONES: Yes. 
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MR. FRAWLEY: At what price? 

MR, JONES: The contract price is 16.4 
cents with a one-cent Louisiana tax, 

MR, FRAWLEY: Plus one cent Louisiana tax, 

MR. JONES: Yes, 17.4 cents. 

MR. FRAWLEY: Now, the 16.4 cents is the 
price at the wellhead, or is that gathered? 

MR. JONES: It is gathered, 

MR. FRAWLEY: That is gathered, Can you 
give us an average wellhead price or any wellhead 
price to compare with that? 

MR. JONES: Non (sat. 

MR. FRAWLEY: That is a gathered price. 
Then you negotiated the services of the Tennessee 
Gas Transmission Company to bring that gas to 
the international boundary near Niagara Falls. 

What does it cost you when it gets to Niagara 
Falls? 

MR. JONES: The average, Mr. Frawley, 
since the beginning of the contract, which would 
be November lst; 1954, down to April 30th of this 
year -- the average cost including the 3 cents per 
thousand duty by the Federal Government of Canada 
-- we pay 3 cents a thousand duty on all gas we 
bring in -- the average is 44.04 cents. That 
18, 0n 3 15,025 pressure base, 

MR, FRAWLEY: Do you have to pay the pipe 
line to bring it over where it enters the Consum- 


ers! line? 


j bial ao ag tit amy 


obser Re a! re, | Sa lass! J i ie | 

BREA Sina 9 ea 
a ih i iat at ay cd 
Bee. cuneate *yeeg 11% Ca ke BY, ny sa | 


ty 


|i cs Sg yal reas guest i ue By | 
| el iti ‘iciv inte” Boe 


has bath 
ee Ni nin 


eet Sy, dobre iy’ | ch Sa 
es oy eR - prt "4 | aT Tg} i M iy eet 


fe PT eR da aad at | 
ron , rear © tr ps Kee rie conte som abt eet i 
Fifties Siigaomis a amine Oamthdaament ag. 


ee Bew Ut Rael ing aha seoabol tS 


Sei ies 


+ ie 


atyas pile 
a twee OS OR eee RAT). A aM 


magike er ae Me steutenl REN aera Aaeeias A ahd othe ee 8 ae bay : i. 
SPSRAWE MOT a? OS ht teeta)” Vee ema aaa ase 
RAY bert ae ee aed ee ae ee ce ane | 
art SE Wade Cian Geen here. ae Seren bg 


Ba mir ie. . Loy ea oO ONES. a , ie ¥ op Aare gage 4 SOY 


sa eis dry “3 men . Bea hy ort 5 Ee on Stet” be pea! wie Jule tates ae a ie 
“aie Lea cae w Behasiided a ee 2 YR OH Ke 
. ; ; ’ ! 
oad I: sires, SL are n ‘ Nek 
“i ay ee ory suk Abs ae 
uf : 
ts Poe cas wey rot wks i a a 


- 7 


pee 2 ee ae ns acres te | aise m pone i re, 
ska’ So Ves ie) MRS ye Ay eg BY ra seein: ms 2 J i f aie 


i 


‘ aS as mind Fae pgs 
5 oe “a a ppt * “yh ] A vs 
tinge gett’ grdehs SEs dhe awd ita i 


* 


ANGUS, STONEHOUSE & CO, LTD. 6878 
TORONTO, ONTARIO 


MR. JONES: That is a subsidiary of 
Consumers! that brings it. 

MR, FRAWLEY: 44,04 includes that? 

MR, JONES: 44,04 is at the delivery 
point but including the Canadian duty. 

MR. FRAWLEY: Ec Asenoccimoortant..co 
try and ascertain where it goes into your line at 
a place that I have heard in Sheridan? Is 
Sheridan where it goes in? 

MR. JONES: Sheridan is where the Con- 
sumers' goes. Sometimes in Toronto some gas is 
being delivered to the Provincial Gas system. 

MR, FRAWLEY: Some part of Consumers'! 
is Ottawa --- 

MR, JONES: Yes. 

MR, FRAWLEY: You pay 44.04 cents at 
the boundary. Thatiels gathered, of course, by 
BY PaCelpermit? 

MR. JONES: Wes. 

MR, FRAWLEY: Do you have that permit 
with you? 

MR. JONES: NO> -Sir 

MR. FRAWLEY: Would you let us see that 
permit? 

MR. JONES: Gladi to. 

MR. FRAWLEY: It is for twenty years, I 
think you said? 


MR, JONES: Ves 
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MR, FRAWLEY: Are there any conditions, 
any set-off conditions in it? I mean, to put 
that a little more clearly, anything written. into 
that permit which refers in any way to conditions 
under which it may be set-off? Chiefly I am 
thinking of the receipt of Alberta gas in Toronto. 

MR. JONES: No, there is nothing in the 
permit. 

MR. FRAWLEY: Nothing of that sort. at 
Sleds As far as the Federal Power Commission is 
concerned you can continue bringing in that gas 
indefinitely for twenty years? Now, dealing 
a little more with that, I was interested in the 
statement that you made. I would like you to 
exo leita 1o . You say as an indication of the im- 
portance of this connection to Consumers, Trans- 
Canada agreed by letter of October 5th, 1956, tO 
maintain this connection, Have you got that 
etver, *is ic %art of your -exniple? 

MR. JONES: E told Mow Patrilio. would 
be elad to "submit it. It is simply a letter 
saying they will maintain the connection. 

MR. FRAWLEY: Maintaining that connec- 
tion and with a Federal Power Commission permit 
for twenty years, you can continue to bring gas 
in for twenty years? 


MR, JONES: Noe sire 


a MR. FRAWLEY: What would require you to 
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cease bringing it in? 

MR. JONES: My agreement with Tennessee 
and Trans-Canada. 

MR, FRAWLEY: Just putting Trans-Canada 
aside, what agreement did you have with Tennessee 
which requires you to discontinue? 

MR. JONES: We have the three-party agree- 
ment. I guess it is a four-party agreement: 
Niagara, Consumers, Tennessee and Trans-Canada were 
ald PaPey LO Los We have the agreement when the 
Alberta gas arrives by all-Canadian pipe line but 
we would disconnect from our supply from the 
United States, That was made at a time, Mr. 
Frawley, when we thought Alberta wanted to sell 
their gas in the East. 

MR, FRAWLEY: Do you think there is any 
difference now? 

MR. JONES: I don't know. I was saying 
I hope it is still the same. 

MR. FRAWLEY: Now, would you tell me, Mr. 
Jones, at what price, at any representative point 
you wish to choose, you sell interruptible and at 
what price you sell on a firm? 

MR, JONES: The rates provided by the 
Ontario Fuel Board -- we have rate No. 6 for inter- 
ruptible service. 

MR. FRAWLEY: Rate No. 6? 


MR. JONES: Yes. This paragraph on 
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rates, would you like me to read it? 

MR. FRAWLEY: Yes, please. 

MR. JONES: Mr. Chairman, shall I 
address my remarks to him? 

THE CHAIRMAN: Wes. 

MR. JONES: "The price for gas under 
this rate schedule shall be negotiated between the 
buyer and the company but shall not exceed 9.5 
cents per Ccef net nor be less than 7.0 cents 
per Ccl. The price shall be negotiated on the 
basis of the following considerations: (a) the 
volume of gas for which customer is willing to 
contract, (b) the seasonal characteristics of 
the customer's anticipated gas consumption, 

(c) the load factor of the customer's anticipated 
gas consumption, (d) the cost of the facilities 
which the Company must install to provide service, 
(e) the term of the contract." 

Rate No. 5 is our firm industrial service 
and the conditions I have just read to you are the 
same. The price shall not exceed 93 cents and 
not less than 7 cents per Ccf. 

MR, FRAWLEY: Six and one-half cents 
per cuble foot? 

MR, JONES: Per 100. You might say the 
range on interruptible is 40 cents a thousand to 
65 cents a thousand, and on firm from 70 cents a 


thousand to 95 cents. 
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MR. FRAWLEY: These figures are rather 
important. Would you mind repeating that? 

MR, JONES: Interruptible is -- I gave 
you.LG firs ® in hundreds and Twill give 1t to 
you in thousands -- is 40 cents net to 65 cents 
net. 

MR. FRAWLEY: Forty cents to 65 cents. 
And firm? 

MR, JONES: Firm is 7O cents to 95, cents. 
Each of those are on negotiated contracts with 
certain limitations on quantities. 

MR. FRAWLEY: You call that firm indus- 
trial? 

MR, JONES: Yes, we would be glad to 
give you copies of these rates. 

MR, FRAWLEY: Now, then, have you got the 
rieure you can @lve us for. the cost of storing that 
per Mcf? 

MR. JONES: No, sir, because the only 
storage we have is in Sheridan, which is only 
about a billion and a half storage, and it has 
not been worth while to keep detailed records, to 
keep exact costs. It is one of those things 
where the cost of keeping accounting records would 
have been uneconomical. Mr, Lee says he would 
rather not give a figure because in the short 
history we don't have an accurate figure. 


MR, FRAWLEY: You cannot give us any 
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assistance with regard to Sheridan, You have 
made a contract with Union with respect to a stor- 
age field at Dawn? 

MR...JONES: Ves. yoai, 

MR, FRAWLEY: Can you tell us what it 
would cost to store in that field? 

MR. JONES: I can give you contract 
figures. We don't operate the field. I cannot 
give you the cost. I can tell you what it costs 
us. 

MR, FRAWLEY: What it would cost Consumers, 
yes. 

MR, JONES: From the time we deliver the 
gas to the Ontario Natural Gas delivery point, from 
the time it goes into storage and comes back out 
and is delivered back to us, we estimate it at 
Gia cecenta. None of that, Mr. Frawley, is 
interruptible gas. Mat ais ail Pirms eas. We 
would not use storage for interruptible purposes. 
We could not afford to. 

MR, FRAWLEY: I would like to know, Mr. 
Jones, if the 314 cents Mcf is what you pay to 
Union in addition to what you pay for the gas. 

MR. JONES: We have not paid anything yet. 


MR, FRAWLEY: That would just be a fee 


(Or a. Charee. Touro? 


MR, JONES: The cost to us, because, you 


see, we are buying under the 90 per cent load factor 
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with Trans-Canada to get the best load factor, 
This is a way of controlling our peak demand, 

MR, FRAWLEY: But your costs would be in- 
creased by 314 cents with respect to every Mcf you 
put .in Union storage? 

MR. JONES: The contract has been in 
effect since April lst. I said we have not 
enough experience to give you the exact cost. 

This is what I. estimate it to be, 

MR, COMMISSIONER BRITNELL: I am not quite 
clear whether this is the cost of storing gas or the 
cost of gas plus storage. 

MR, JONES: it Ls Just storages rom tiscar 
over to storage. Lisgar is at the outskirts of 
Toronto. We deliver Trans-Canada to Lisgar. 

They take it through their line and put it in 
Storage in Western Ontario. They must deliver 
back to that same point. 

MR. FRAWLEY: From your experience in 
similar matters in the United States what do you say 
about that charge, whether it is high or low? 

MR, JONES: That is a hard question to 
answer, Mr. Frawley. If you buy an automobile 
imuthe United States andJif you buy the same car 
here it is another price. In my opinion, where 
we are located with a shortage of storage, 1 
think the price is a reasonable price. 


MR, FRAWLEY: This is about the only 
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MoOwUNTLL nows 2eeio not? 

MR. JONES: It is the only storage we 
ean Lind. That is why we made arrangements. 

MR. FRAWLEY: I would be satisfied to 
Saver Netia i abo so Ll rou vcould find 16 is ada 
there is. 

MR, JONES: I should say we have other 
storages but this was the only developed storage. 
We wanted developed storage. Mr. Crozier men- 
tioned yesterday other fields which could be 
developed, and we agree those could be developed. 

MR, FRAWLEY: I thought Mr. Crozier was 
taking the attitude it was an unfortunate situation 
but Trans-Canada just did not have any storage ex- 
cept this storage that Consumers Hee contract 
with Union. That could hardly be called Trans- 
Canada's storage. 

MR. JONES: He mentioned some other 
storage. 

MR, FRAWLEY: You mentioned Mr. Crozier. 

MR, JONES: Yes. 

MR. FRAWLEY: The only developed storage 
is the Dawn storage, which belongs to Union Gas? 

MR. JONES: Which belongs to Union Gas 
and on which we have a contract. 

MR. FRAWLEY: In any event, it is pro- 


storage in Eastern Canada that we have heard about 
bably the case of the application of the law of 
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supply and demand as far as arriving at the 314-cent 
price. 

Nowgewyou wold Oi) Patti lo: that exporting 
to the United States at Niagara would mean that 
Trans-Canada could sell to its deistributors, 
other than Consumers, at lower prices. I sup- 
pose that would mean you have economies to the 


Trans-Canada. 
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MR, JONES: I think the final question 
Me Paver Lo asked me was, would I be willing to 
pay more - would I be willing to give up my 
connection that I had with Trans-Canada at Niagara 
if, because of the export liaison, I would have 
to pay more money for it. 

MR, FRAWLEY: I réalize that. I was 
more interested in just how vou would set about 
effecting your export at Niagara, apart from the 
further question Mr. Pattillo asked about the 
export at Tennessee, You did say that you thought 
that would put Trans-Canada in a somewhat better 
position and they might be able to sell it cheaper 
to their distributor. I thought that was the 
import of your answer. is that rign.? 

MR, JONES: ft don't think © would 
have said that, if I understood Mr, Pattillo's 
question. 

MR. FRAWLEY: All right, Lo waliys vane 
again, Will it have advantages, if any, to 
Trans-Canada if you were permitted to export at 
Niagara through Tennessee Gas Transmission system 
as some of the gas you were buying from Trans- 
Canada? 

THE CHAIRMAN: Isn't that more properly 
a question to ask of Trans-Canada? How can this 
witness say what is the advantage to Trans-Canada? 


MR. FRAWLEY: It might be I misunder-— 
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had expressed a view about that, that it would 
mean cheaper sales prices by eared ane cee 

MR, JONES: i don't think I said 
that in answer to that type of question. 

MR, FRAWLEY: Did. Vou. say LG at alli an 
answer to any question? 

MR. JONES: If you would repeat the 


question, 


MR, FRAWLEY: With the Chairman's 
permission, I will ask again: Will there be 
any advantages to Trans-Canada if you people were 
allowed to export at Niagara? 


MR, JONES: I would have to answer 


stood the answer, because I had thought Mr. Tnes 
that by saying that at no time have we talked about 
Consumers! or Niagara exporting or selling gas to 
Tennessee at Niagara. 
MR, FRAWLEY: Would you then export at 
Niagara to the United States? 
MR, JONES: We talked about maintaining 
a connection for emergency purposes, that it would 
be uneconomic in our view to maintain a connection 
just for emergency, and we thought there would be 
an advantage if there was gas for export and 
import between Trans-Canada and Tennessee. To 


have an idle connection just for emergency purposes 


is not economic. 


aa MR, FRAWLEY: Mr, Jones, is that 314 
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cents per Mcf that you have to pay Union a 
price or charge that comes under any regulation 
by the Ontario Fuel Board or any other Ontario 
party? 

MR. JONES: Well, we don't know, Mr. 
Frawley. Whenever there is any question, we 
always take the positive side and file with the 
Fuel Board a copy of any such contract. ina. aes 
we were not sure whether the Ontario Fuel Board 
had any jurisdiction over Trans-Canada, and we 
filed a copy of our contract with the Fuel Board. 
We thought they were the ones we had to get along 
with. 

MR, FRAWLEY: The Ontario Fuel Board 
had nothing to do with the making of the contract 
between yourself and Union? 

MR. JONES; No. 

MR, FRAWLEY: And whether or not you 
would have the right, you or Union would have the 
right upon complaint to have the Ontario Fuel Board 
adjudicate upon it, I understand that you don't 
know whether that is so or not? 

MR. JONES: No, but I think I should 
clear that point in your mind, that we are 
operating on the basis that whatever is good for 
our company has to be something that is good for 
the citizens of Ontario and for the country as a 


whole. We are not entering into any contracts 


ate: 


‘Wart ib a 


ant Pa 


ay aise tla. ‘bike tHe, bute sis 


i yp FAS tn ioe aes dans ae ae 


- Nae 


lew ee aly = rh Pug eg" a 


Aes 


ee ae a eat lt aay ~ ete 
tS ye Set ye Pe Sm PPE)’ Rogar 


rf ~ Pe " r 5 . Ses , 
STUPy aaee he lula rent oP “th 
26M pate BAD LYS TOO 


; Pa : 0 a sts 5 a sd ; See ‘ 
SSL anys y hry * ‘ ‘ : . eee ee oe G 
Lan 2 i} Pep y MY 1 ALO Se GIRS 
i | wi 


in ay bad aa ov. uti eles y he wy ai ‘iwi ‘wine 


¥ 
oy! 


flats af. aan ae cael 


4 re ) 7 f ; é ey ne hi : i 
oven Piviow, cet svaniaed.4 1 BK ae rs i 
a 1GiA | 
i i Are f : mm ae 
F } rid ; i, pee F Nee 2) bY ut <e ts ES 


DAs et eAseprs > ISOs Seg! eae wit ae awe w bis 


7 
= y : ¥ ie cals i al t ” R ha. i: Age i 
St -Peta ts eee ve eye | ae) hie ‘aie “icheal 


' . i i 4 <e ce es 
Re Hao Or) TANT ay iat kali Pinky. a \eaeal edie LH ee 


oscar cet * 


fife. fe Bay Pears PM sae E : wes 1G i ns 
(wage aut Prony eet week eee smile a 
Rei be ah Onn i Oe Ta may 
each Wechiieakl ae Kast isla Gh 


1 rae 


<n Se Dat) Ss 


Pe tetas aT: oautd a habena at! 


a ae bi ie mio eWEd Kad? Palen” 4a Few a ahaciang, ays 


+ aa iW cs} 


et ee ee graine, OLOITY 


: 7 m, cher 7 ; 7 cs <7 : ‘See | 
SEGA MRIURAT trance 20 meet; b Bah? ise oh 


ie oe 
S ky 


a 4 1, tat A teil v1 
it ‘s , ; ” Ae Ine 2 ies we 
iy Saver Vie Sek icah wa 7 
a i "| ' 
te tae _ : ’ 

Yad eT ee ean : 
«ard De Ss lavien atts te 


mer Redd din) 2) 


a iio ime 
fos ie te | ee Y 


6891 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


is "vo see’ = I think it was Mr, Frost said the 
other day - to see that the companies get a fair 
aeal, and the concept you are talking about of 
Feculacror as, Liam arraid, the old concepvy or 
regulation. We take the new concept. 

MR, FRAWLEY: iL was just on the point 
of saying that that is what I thought about the 
eoncept. I am talking about the possibility of 
a complaint - you might be surprized - perhaps 
from the American coal operator. All I am putting 
to you is whether or not, as a fact as you under- 
stand it, the Ontario Fuel Board would be entitled 
to receive an application from any source to entitle 
iG to-adjudicate on that contract, 

MR, JONES: Yes, I think it would be. 

THE CHAIRMAN: I would like Mr. Jones! 
answer to that to be without prejudice to any 
subsequent position he may take. That is a legal 
question, and he had no legal advice. 

MR, COMMISSIONER HARDY: Mr, Chairman, 
I wonder if I could ask Mr. Jones, if we concluded 
that this storage gas you had at the Dawn field - 
could you say that is all used for domestic con- 
sumption? Does it any more than take off the peak 
of your domestic consumption? 

MR, JONES: I have to answer you, sir, 
that it could be for firm commercial and firm 


industrial, but it is very largely for the residential, 
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Thevemcouldioscotirmsresidential and firm industrial 
to a small degree. 

MR, COMMISSIONER HARDY: I realize you 
cannot scare: the gas into the particular firms, 
but I think it is important that we know whether 
or not that storage gas could be used entirely in 
picking off the peaks of the domestic load. Your 
domestic price is probably around a $1.30, 
isn't it, something of that order, the average 
household? 

MR, JONES: We have a number of 
different domestic prices, 

MR, COMMISSIONER HARDY: And certainly 


NeOLsAoWwNNto 75> cents or /0 cents? 


MR, JONES: If you would accept my 
answerputhat, yes, it is very,, very Jargely .for 
the domestic load. Buveifsileanswered yousyes 


it wouldn't be technically correct because we 


do have restaurants, or hospitals, or schools, 
which are commercial. 

MR, COMMISSIONER HARDY: What I am 
tryooe. to. get ag, Me. Jones, 12S This: How much 


of this storage could you economically use before 


you find yourself having to sell that gas down 


aie. cents? “At the present) Time —-) = 
MR, JONES: We are using all of the 


higher-priced gas. 


— MR, COMMISSIONER HARDY: But how much 
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more could you use? 
MR, JONES: We expect to be able to 


use all that the Union develops for our domestic 


load as our load grows over the years. 

MR, COMMISSIONER HARDY: Mou, Gad. vei. 
us about the eapacity of the pawn field. You vord 
us you had an estimate of the Sherkston field and 
said you were not so sure about it. 

MR, JONES: We start out at April lst, 


1958 to March 31st, 1959, and we have a maximum 


Purnover jor 3 -DLidion, “Six hundred miplpon cubic 
feet; in the year 1959 a maximum turnover of 4 
Poa tittorms ive Tarty million:  themnexp year is) bid i ion. 
six twenty million; the next year, 1961, 6 billion, 
six twenty million and the year 1962 to 1963, a 
maximum turnover of 7 billion, five hundred million. 
MR, COMMISSIONER HARDY: Is that based 


on tne capacity of the storage field or is 4¢ 


based on what you could economically use? 


MR, JONES; What we could economically 
use, There is more storage available in the Union 
field, Our contract provides that we have an 


option on any storage that they develop or have 
available over and above daily plants,we have first 
Gara ie 

MR. COMMISSIONER HARDY: There is no 
economie incentive to go out and develop what Mr. 


Crozier called, I think, the Tilbury storage 116d 
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MR. JONES: No, because this was the 
best deal we could find. 

MR. COMMISSIONER HARDY: You don't want 
any more? 

MR, JONES: At the present moment. 

MR, COMMISSIONER HARDY: Well, it seems 
Mr. Crozier explained to.us Ani his brief, Mr. 
Jones, that you had two mechanisms for ironing out 


your rate factor, and one was to sell an industrial 


interruptible and the other one was to get storage. 
Now, you explained to us how efficient your sales 
force was, and I have no doubt they are excellent 


sales people, but, speaking as an Albertan, I 


think you should call them off and put them on 


better storage; it would be in the better interests 


of the country at. Large. 

MR. JONES: No, I think maybe you 
have the wrong impression. Dican'G seer chau. 
It takes both storage and interruptible to control 
your load factor, and since we are paying Trans- 
Canada a full price for all of this gas that was 
bought, and since the producer is paid the 
full price for all the gas there, all we do for 
storage and interruptible customers,to make it 
possible was to take that gas into the off-peak 
periods. 


MR, COMMISSIONER HARDY: Yes, but then 
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you are using up all the gas resources of Trans- 
Canada at the price of 10 3/4 cents which they 
have now in order to balance out your load factor. 
Where they can't replace that gas at 10 3/4 cents, 


they are going to have to pay more, so the price 
to your domestic consumer is going to have to go 
up sooner because of your sale of industrial and 
interruptible gas than if you got the same pro- 
tection through storage; is that not correst? 
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MR, COMMISSIONER HARDY: Explain to me 
why it is not. 

MR, JONES: Keep it in mind that we are 
selling interruptible gas only at those periods 
when we are required to take gas under our contract 
but have no other market for it. 

MR, COMMISSIONER HARDY: You have a ehoice 
of selling it at this stage right there, selling it 
as industrial interruptible or putting it into 
storage if you had the storage. 

MR, JONES: .On a peak day in the winter- 
time we will have no interruptible customers on our 
lines, none, we will be taking gas from Trans- 
Canada at our full contracted demand and we will be 
using our storage to keep us from going over that 
contract demand. We will be using storage and 
manufactured gas to keep from going over that 
contracted demand. If we did not have storage we 
would have to have manufacturing capacity, either 
that or we would have to contract for lesser amounts, 
Now, if we are taking no trieentupt POLS gas on that 
peak day then we are taking interruptible gas only 
on the days when we are not taking gas to the amount 
we are required to under our contract. We are 
putting gas into storage to use on those peak days 
but I doubt if the producers or the pipeline company 
could afford to enter into a contract which would 


say "We will supply you with your peak day but in 
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the other times of the year you only have to take 
the quantity of gas you want to take", 
MR. COMMISSIONER HARDY: We would not 


suggest that. What I am getting at is, you seem 


to be controlling this load factor, putting the 
emphasis on selling interruptible industrial rather 
than the emphasis on storage and Trans-Canada have 
told us, Mr. Orme told us here the other day, that 
the total estimated load with Trans-Canada is about 


one-third in interruptible industrial at these low 


prices, 

MR, JONES: But 1t is on seasonable times, 
is it not? 

MR, COMMISSIONER HARDY: I will simplify it: 
on your analysis, have you ever attempted a study as 
to the most economical way of operating your system 
as between expanding your interruptible industrial 
as opposed to expanding storage? 

MR, JONES: Yes, sir, we tried > vo arrive at 
a balance. 

MR, COMMISSIONER HARDY: Then, you think 
you have that balance? 


MR, JONES: We think with this we have that 


balance, 

MR, COMMISSIONER HARDY: Andso it is some- 
one else's job to pick up the additional available 
storage that you have in the east, you do not want 


any more at the present time? 
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MR, JONES: Yes, we have the option on 
this additional storage. 

MR. COMMISSIONER HARDY: JI mean other 
than the - - 

MR, JONES: What I do not see is how 
to develop by Trans-Canada on large storage, cutting 
cost and putting gas into storage and taking it out 
of storage would help us particularly when we are 


buying from them on a 90 per cent load factor and 


I think from what I have read recently mostof the 

customers are buying on the maximum load factor, 
MR. COMMISSIONER HARDY: It looks to me 

like a deal for somebody, I note in these figures 


youare comparing your price at the maximum 65 cents 


at industrial interruptible plus 31 1/2 cents with 
what you sell at your domestic rate. You have a 
very nice spread in there or somebody has a nice 
spread in there. 

MR, JONES: I do not quite see what you 


mean, 


MR, COMMISSIONER HARDY: You are getting 
gas out of storage, you are prepared to sell it, 
you could have sold gas interruptible at maybe 
45 cents to 60 cents, it costs you 31 1/2 cents in 
storage but that is gas that you are then selling as 
peak domestic gas. 

MR, JONES: On a year-round basis, 


MR. COMMISSIONER HARDY: No, as you 
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deliver that gas to the furnace, at the time you use 
1t. That is what you are pete from that gas that 
you are taking out of storage, 

MR, JONES: The residential customer 
generally uses gas for house heating, a very poor 
load factor, 

MR. COMMISSIONER HARDY: That is the very 
point, that is the problem you have to look at. 

MR. JONES: We have a poor load factor, 

MR, COMMISSIONER HARDY: Yes, that is why 
you have to sell them this storage gas. 


MR. JONES: Yes, and that is also why 


we have to get a higher rate. 


MR, COMMISSIONER HARDY: Granted, but I 


am suggesting you have a pretty nice spread in that 
price -- that is really beside the point. 

MR, JONES: I do not think it is because 
there is only enough spread, since we are regulated 


the way we are, there is only enough spread to take 


care of a return on investment. "Pretty nice” is a 
general phrase and we only have enough spread in there 
to make a return on our investment. le would be 
glad to settle for the spread that the other people 
have. 

MR. COMMISSIONER HARDY: Mr. Jones, to 
go back to your question that you figure it would 
be -- with the sale of interruptible industrial you 


are doing a favour to the producer, should you not 
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really qualify that that you are doing a favour to 
the producer if he has a contract with Trans-Canada 
but at no other time? I cannot see that you are 
doing any favour whatsoever to the man who is sitting 
with some gas wells in Alberta and will not sell his 
gas to Trans-Canada because the price is too low 

or the man sitting in Alberta with the potential 

14 1/2 cents or 14 cent-price where he can sell his 
gas in California as soon as he has a permit issued 
and the permit is not being issued because of the 
requirements of Trans-Canada among other things. 
what favour are you doing that man? 

MR. JONES: I think we are doing him a 
decided favour. You use the term "too low". What 
is too low and what is too high? I was glad to see 
this Commission appointed because it seems to me that 
the gas is for the benefit of the country as a whole 
and not for the particular producer that happens to 
have found that gas and, therefore, if a price is, 
in his mind, too low perhaps for the good of the 
country, perhaps in this province from the cost that 
the Government can get that gas perhaps it is not 
too low. 

MR, COMMISSIONER HARDY: How would you 
reconcile that analysis with a fact such as this, 
that for, 100,000-B.T.U. ss ‘of energy in the form of 
gas there is a certain income foes into the Province 


of Alberta; for 100,000 B.T.U.'s of energy in the 
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form of oi11 there is approximately five times the 
revenue goes into the Province of Alberta. Now, 

how would you reconcile the utilization of the 
energy resources on that price picture with this 
tremendous interruptible industrial load that you 
people are wanting to dispose ofin this area at 
cheap prices, you say any price but the coal people 
will not agree with you. 

MR, JONES: Welly I have to disagree 
with the coal people. I believe the coal people 
are going through today what we went through a 
few years ago when we realized that we had to get 
back into the aggressive business of being a 
service organization. But, take the price -- your 
specific question -- the price on a firm basis 
comparing oil, perhaps on that same basis we 
should all be using coal and the oil people should 
be shutting in all of their oil and gas. 

MR, COMMISSIONER HARDY: They might settle 
hor tie usenor O11), 

MR, JONES: I cannot see personally -- 
again, the law of supply and demand, gas has to be 
delivered at a point and it has a certain value and 
gas has to be sold in competition at a certain value, 

MR, COMMISSIONER HARDY: Why does it have 
to be sold at competition at industrial load, perhaps 
it should be saved for the domestic consumer? 


MR, JONES: Gas has certain benefits to 
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the domestic customer and also the industrial cus- 
tomer, there are industries that are far better off 

to use gas than any other fuel the same as some should 
use electricity or oil, I do not think we* should 

say to those industries, "We are sorry, you cannot 
establish a plant in Canada, you go ahead and con- 
tinue to make your products in the United States 

and we will import them". 

MR. COMMISSIONER HARDY: But thattype of 
customer does not represent very much interruptible 
load, does he? 

MR, JONES: But, again, interruptible 
load, we are paying the same price to Trans-Canada 
and Trans-Canada is paying the same price -- we are 
not buying interruptible gas, we do not buy inter- 
ruptible gas, we buy gas -- we just buy gas from 
Trans-Canada on a contract, we do not buy interrupt- 
ible gas. 

MR, COMMISSIONER HARDY: And you have to 
sell at load factor but I cannot see on a national 
basis why we are justified in simply considering the 
gas industry as an isolated unit. [Even if we leave 
out the coal, we have to write off the coal which my 
friend on the left may not agree with but here we 
are faced with the situation by which we have a 
huge market waiting for gas, Canadian gas and yet 


we have no market for the oil and we are being told 


—— in Alberta that the gas must be brought down here and 
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sold to displace the same oil that we already can't 
sell -- not a very good analogy -- more of the oil 
we cannot sell, Thank you very much, I do not think 
you can answer that question but that seems to be the 
problem. 

THE CHAIRMAN: Thank you very much indeed, 
Mr, Jones, you and your colleagues not only for the 
manner in which you have appeared before us this 
morning and given your testimony but also for the great 
help which your submission to the Commission is going 
to be. We had at first anticipated that we only 
wanted you to give us your views on the marketing side 
for gas and I am afraid we strayed a little from that. 
Thank you very much indeed. 

Mr, Pattillo, how long will it take to 
hear the submission from Interprovincial that you 
have planned? 

MR, PATTILLO: I think Interprovincial is 
a matter of te minutes, 

THE CHAIRMAN: Then perhaps we had better 


adjourn now and reassemble at two-fifteen. 


~--(Whereupon the hearing adjourned at 12.30 p.m. 
to resume at 2.15 p.m. 
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--- On resuming at 2.15 p.m. 


--- Mr, Cimmissioner Levesque present. 


THE CHAIRMAN: We seem to have collected 
more papers. Mie wePad Gi 10? 
Mire LLbos Thank you, Mr. Chairman, 
I am proposing that we now have the 
Supplementary statement of Interprovincial Pipe 
Line Company. Mr..Johnston and other officers of 
the company are here. 
I want the document marked T-7-2. 
THE CHAIRMAN: Ts, thet, the, one win the 
eover? 
MR, PATTILLO: Yes, 
--- EXHIBIT NO, T-7-2: Submission of Inter- 
Provine ial) Pipe iaine 
Company. 
MRS PATO LO: Mr. Johnston, would you 


please proceed? 
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SuUDMiSsilon Of 


INTERPROVINCIAL PIPE LINE COMPANY 


APPEARANCES: 
T, S. JOHNSTON ~ President 
D, G. WALDON - Treasurer 
A, B, JONES - a 


MR, JOHNSTON: Interprovinecial Pipe Line 
Company submitted a Brief and supplementary state- 
ment to the Borden Commission at its Calgary hearings 
in May, 1958. Since that time the question of 
Supplying Montreal with Canadian crude oil has 
continued to feature prominently in the press and 
in general discussions. With the opportunity being 
afforded by way of these additional hearings in 
Toronto, Interprovincial felt that through a further 
brief statement it might submit additional informa- 
tion that could be of interest to the Commission. 
At the same time it is felt some data presented in 
Calgary could well be further emphasized. Accordingly 
the following is offered as representative of 
Interprovincial's opinion on a few basic points, 

Interprovincial has been in operation since 
1950. It has in eight years expanded its system to 


assure adequate transportation commensurate with 
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market demand. It submits that by enlarging its 
System in an orderly stepwise program it has achieved 
its purpose in the most economical manner and has 
today no antention of remaining ina’ static” position. 
Today the Interprovincial system is approximately 

the ‘equivalent of a single 30-inch line from Edmon- 
ton to the Toronto area. To replace the present 
Interprovincial system with a single 30-inch line 

and adequate pumping stations would cost approximate- 
ly $7.5 million more than has Been expended by 
Interprovincial, In other words, it can be stated 
that the present Interprovincial system far from 
being uneconomical, is a modern, low-cost pipe dine. 
It provides a service comparable to the lowest cost 
operating major pipe lines in North america, This 
fact is substantiated by periodic figures extracted 
from reports filed with the Interstate Commerce 
Commission in Washington, D.C, 

Interprovineial indicated in its earlier 
submission that it had considered three possible 
routes for a pipe line to serve the Montreal market. 

1) an extension of the present Interprovincial 
system from its Ontario section 

2) an all-Canadian route 

3) a take-off from the Interprovincial system 
in Northern Michigan crossing into Canada 
at the Sault and proceeding due east to 


Montreal. 


From preliminary studies made up to the 


present time it would appear that the last route 
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mentioned above provides some advantage. Ley sas 
indicated at the Calgary hearings, the timing of 

a new pipe tine to Montreal is important, within 
one year Intverprovincial could by constructing a 
34-inch line from the Sault to Montreal and by 
accelerating its already planned expansion program, 
be able to deliver 200,000 barrels of crude per 

day to Montreal at a eost of $150 millions, In 
the same period of time this company would be able 
to supply the Ontario market with a further 100,000 
barrels of crude per day at an additional capital 
expenditure of $116 millions. It should be pointed 
out that these throughputs do not in any way limit 


the future capacity of the system since it would be 


quite practical and economic to take care of 
further expansion in both markets by additions 


to the pipe line system as the need required. 


The above project is submitted as a 
possible step 1 in further expansion and is based 
on doing the job as quickly as possible. 

Interprovincial is able to make this 
statement on the basis of being a pipe line company 
already well established with management and 
personnel immediately available. Lt. further 
believes that it would be in a much more favorable 
position to finance such a project than a completely 
new pipe line company being established for this 


specific purpose 
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In Interprovincial's earlier submission 
to the Commission it was stated that it was this 
company's contention that for 150,000 barrels per 
day delivered to Montreal the tariff charged would 
be about 70¢ per barrel from Edmonton. Although it 
was Stated in the evidence that the tariff would 
reduce as throughputs increased, Interprovincial 
gained the impression that to some extent this 
point was not given its correct prominence, 

Therefore it is again submitted that the 
tariff on Interprovincial's expanding system would 
be comparable to that of any other system providing 
(1) volumes are the same, (2) assuming similar 
guarantees and (3) similar rates of return. 

Minimum tariffs can only be achieved if 
capital expenditures are maintained at a minimum 
and throughputs maintained at or close to the 
carrying capacity of a pipe line system, To 
avoid expenditures on facilities which might not 
be utilized to the fullest for a period of years 
it seems only logical that a stepwise construction 
program always in line with expected market demand 
and long-term objectives, would be and is the prudent 
approach to such a project. 

Possibly because the earlier hearings were 
held in Alberta consid2rable stress was laid on the 
movement of Alberta crude and the further develop- 


ment of production in that province. Interprovineial 
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believes that with this emphasis placed on Alberta 

it is possible that the movement of crude east- 

ward from Saskatchewan and Manitoba may possibly 

not have received the consideration which is quite 
properly due production from these latter two 
provinces. Any pipe line which might be constructed 
to deliver western Canadian crude to the east, 
therefore, must be prepared to accept deliveries 

from any source and of any type commonly received 


by “pape “anes. 


THE CHAIRMAN: Thank you, Mr. Johnston, 

Mee, Pavone? 

MR. CPATTILIO: Mr. Chairman, I am not 
proposing to ask Mr. Johnston any questions. 

THE CHAIRMAN: Mr, Frawley? 

MR, FRAWLEY: J neave no questions, Mr, 
Chairman. 

THE CHAIRMAN: Thank you very, very 
much, Mr. Johnston for this additional submission, 
We do not propose to ask you any questions. 

MR, JOHNSTON: Thank you for allowing me 
Go. submit this atethis: time, Mm Chairman... 

THE CHAIRMAN: Thank you. 


Me. Patti ito? 
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SUDMLSS LOM OF 


OIL AND GAS CONSERVATION 
BOARD 


Ce 


APPEARANCES: 


Il. N. McKINNON - Chairman 


ee 


MR, PATTILLO: I understand that Mr. 
McKinnon, Chairman of the Oil and Gas Conservation 
Board of the Province of Alberta is here today and 
that he has been instructed by the Government of 
Lieareovince; or Alberta, to place “before the 
Commission a statement and survey of a study 
which has been made of the Government. 

I would ask Mr, McKinnon if he would 
mind coming over before the microphone. 

I propose, Mr. Chairman, that the 
statement be marked T-7-3, and that the study, 
which is headed"Forecast of the Canadian Demand 
and Supply for Crude Oil and Products, 1958 to 


1965," and dated July 3rd, 1958, be marked T-7-4, 


---EXHIBIT NO. T-7-3: Statement by Mr. McKinnon, 
---EXHIBIT NO. T-7-4: Study entitled "Forecast of 


the Canadian Demand and Supply 
for Crude Oil and Products," 
prepared by the Oil and Gas 
Conservation Board of the 
Province of Alberta. 
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Mie Ack Wii O: Will you please read the 
statement, Mr. McKinnon? 
MR, McKINNON: Mr. Chairman and 


Commissioners: 

I appreciate this opportunity to present 
to you a "Forecast of the Canadian Demand and Supply 
for Crude O11 and Products" prepared ty the Oil and 
Gas Conservation Board at the request of Premier 
Manning. He believes that this analysis might be 
of interest to the Commission. 

The forecast reflects recent developments 
In tne moutiook for Canadian crude o11, Pi oenet 
to the decrease in demand in the Puget Sound area 
and to reports that Venezuelan oil will supplant 
some Canadian exports to the United States Mid West. 
The Puget Sound markct today is taking only 11,500 
barrels per day of Canadian crude. In 1957 exports 
wo thts area averaged) 75,000 barrcis per day. 

T know that the Commission appreciates the 
hageardsein preparing this type of Dorecasv. In 
making 1ts analysis the Board prepared a basic fore= 
east of demand and supply including exports to the 
United States which have been estimated on the Board's 
assessment of the current situation. The forecast 
also illustrates the effect on domestic production 
of: 

(a) a more optimistic approach in estimating the 


export demand, and 
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(o>) the securing of a major portion of the 


Montreal market, 


iN 
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You will note that the basic forecast pro- 
vides a ratio of Alberta production to productive 
capability of 41 per cent in 1960. During the 
period 1958 to 1965 the ratios increase from 37 
per cent to 48 per cent. In the opinion of the 
Alberta Government and from evidence given before 
your Commission, such low rates will not support a 
healthy oil industry. The effect of taking a more 
optimistic estimate of export markets adds a fur- 
ther one per cent to six per cent to these rates. 
The addition of the Montreal market, however, in- 
creases the ratios such that they range from 62 
per cent to 68 per cent for the period 1961 to 
1965 inclusive. These rates, while not generous 
are probably sufficient to maintain exploration 
and development at a reasonable level. 

THE CHAIRMAN: Thank you very much, Mr. 
McKinnon, 

Mis PATPILLO: Mr. McKinnon, I was just 
looking at this survey and study which I have not 
had an opportunity to examine. On page 4, in- 
eluding the, tile page --- 


MR. McKINNON: The one entitled "Com- 


parison of Production and Productive Capability"? 
MR. ePATTILLO: Yess In the last set 

of figures below "Additional Demand Due to Pipe 

Line to Montreal", am I correct in thinking that 


is made up on the basis of all the Montreal market 
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would be reserved for the Province of Alberta? 

MR. McKINNON: No, sir. I believe it 
starts off first of all in 1961 at.75 per cent 
and 80 per cent thereafter. 

MR. PATTILLO: What I am thinking of is 
that all of the Montreal market supplied by 
Canadian crude would be supplied by Canadian 
erude from Alberta, 

MR. McKINNON: That is what we have 
estimated here, Mr. Pattillo. We have taken 
into consideration the productive potential of 
both Manitoba and Saskatchewan, We have con- 
sulted with them in the figures that we have used 
for the Canadian potential other than Manitoba and 
Saskatchewan, I think you will see on the basis 
of the forecast that we have allowed for the po- 
tential of both Manitoba and Saskatchewan and then 
allocated to Alberta, you might say, the main de- 
mand. We anticipate that the additional demand 
would accrue to the Alberta producer. 

MR. Par EEL: Would you mind just point- 
ing out to me where I find that? 

MR, McKINNON: If you look at the left- 
hand corner of the page at the top, "Demand for 
Western Canadian Crude Oil", you will see Western 
Canadian production, excluding Alberta production, 
productive capability, shut-in capability and 


production. You will notice that we have 
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allocated for the total production of 451,000 
barrels per day in 1958, we have allocated 
154,000 barrels per day to Saskatchewan and 
Manitoba and the balance of 297,000 barrels a 
day for Alberta. 

Then we have eonsidered Alberta's poten- 
tial on its own. 

On the last page there are a few notes 
there which might be helpful. 

MR, FRAWLEY: Perhaps Mr. McKinnon 
might read those notes into the record. 

MR. PATPILLO: Yes’, 9D ‘think perhaps ‘it 
he would. 

MR. McKINNON: Notes re Forecast. 

is Demand for Canadian crude oil and 
products: The demand for each region in Canada 
was calculated on the basis of estimating growth 
rates, The Canadian demand was secured by ob- 
taining ‘the totalior the individual regions. 

aa Export demand for Canadian crude 
op Ml The export demand was estimated on the 
basis of present day conditions, together with a 
reasonable degree of optimism. The bleak 
picture in the Puget Sound area was earried for- 
ward until 1960. From that point on it was 
assumed that Canadian crude would share in this 
market with other foreign supplies. 

3, Productive capability: 


(a) The productive capability of Western 
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Canada, excluding Alberta, was estimated 

on the basis of reasonable allowance for 

Manitoba and British Columbia. The 

estimates for Saskatchewan were based 

upon the brief of that province to the 

Borden Commission and resulting figures 

were discussed with representatives from 

that government. 

(b) In estimating Alberta's productive capa- 
bility a range was established for the 
period 1960-1965. In order to simplify 
the calculations and tables for this fore- 
cast the mid-point of this range has 
been used, 

a? Shut-in capability: This applies 
primarily to Alberta and Saskatchewan. In 
Saskatchewan figures were obtained of present 
shut-in capability and the assumption was made 
that there would continue to be a reasonable amount 
of shut-in - capacity in Saskatchewan due primarily 
to the medium gravity crude oil. it jshould Woe 
noted of course that any reduction in this shut-in 
capability merely reduces the demand for Alberta 
erude oil. 

Mr, Pattillo, may I explain on this note, 
too, © don't think it cives “the riehny impression. 
"From that point on it was assumed that Canadian 


crude would share in this market with other foreign 
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supplies." I think the intent was we would share 
in all the refineries! requirements. At the 
present time it is limited to just one requirement. 

MR, FRAWLEY: You are speaking of the 
Puget Sound? 

MR. McKINNON: Yes 

Mr. Fated lilo irs. wouldebe:helpfud 
to the Commission I could produce the growth rates 
used for calculating the demand for each area, 

THE CHAIRMAN: I think that would be 
helpful, because in some of the material we have 
had submitted to us it shows declining growth and 
others a steady increase in growth in Canada. 

MR. McKINNON: I could read the notes, 
sir, under the following headings: Maritimes and 
Newfoundland, Quebec, Ontario, The Prairies, and 
British Columbia. 

The 1958 figure under the Maritimes and 
Newfoundland was 7; Quebec, 6; Ontario, 8; The 
Prairies, 6; British Columbia, 6. 

In 1959 the Maritimes and Newfoundland, 7; 
Quebec, 6s Ontario, G3) The Prairies, 73, Bravish 
Cotumbiay! 6. 

In 1960, the Maritimes and Newfoundland, 
Ti Ouebecsn OMkOntanio, (Whe Praintes, 6; British 
Columbia,5. 

In 1961, the Maritimes and Newfoundland, 
7; Quebec, 5; Ontario, 7, The Prairies, Sr 


British Columbia, 5. 
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In 1962, the Maritimes and Newfoundland, 
5s Quebec, 5; Ontario, 6;-The’ Prairies, 5; British 
Columbia, >. 

1963, the Maritimes and Newfoundland, 5; 
Quebec, 53 Ontario, 6; The Prairies, 5; British 
Columbia... 

1964, the Maritimes and Newfoundland, 5; 
Quebec. 3 Ontario, 5. The Prairies; 52 7British 
Columbia, 5. 

1965, Maritime and Newfoundland, 5; 
Guebecy | iOnverio, 53 The Prairies, 57 ‘Brivicn 
Codump ie... Ey. 

THE CHAIRMAN: Those are cumulative 
percentages? 

MR. McKINNON;: VYOSs: GLP. The percen- 
tage is based on the previous year's consumption. 

THE CHAIRMAN: Ves. Mie Pa GR eOh 
don't suppose you are in any position, as counsel 
for the Commission, to ask Mr. McKinnon any ques- 
Lions in analyzing these figures. I don't think 
the Commission is either. Luthink after vne 
figures have been studied, Mr. McKinnon, perhaps 
if we need further elucidation we could get in 
touch with you or some of your colleagues. 

MR, McKINNON: Yes, we would be glad to 
furnish further particulars which the Commission 
wants. 


THE CHAIRMAN: Thank you very much. We 
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appreciate very much Premier Manning sending this 


statement through to us. 
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Submission of 


INDEPENDENT PIPE LINE COMPANY 


Appearances: 

Dieta, Ug COWS) kg - President, Home Oil 

Mr. Ian Drum - Chief Pipe Line Engi- 
neer, Home Oil 

Mr. Douglas McDermid - Attorney, Home Oil 

Mr. Harry Thompson - Vice-President, 
Montreal Engineering 

Mee os he Williams - Vice-President, 
Dutton-Williams Bros, 
Limited 

Mee Wen. Giiliat - Vice-President, Engi- 
neering, Dutton- 
Willwems ‘Bros. Utd. 

Mee bs De Crawl ord - Consultant, Dutton- 
Williams Bros, Ltd 

fe, ee. BY Clarke - Partner, Lehman Bros. 


MRS, PATTLLLO: Mr. Chairman, we now have 
come to the submission of the Independent Pipe Line 
Company. 

The Chief Officer for the Independent Pipe 
Line Company is Mr. R. A. Brown, Jr. The Com- 
mission will recall that Mr. Brown appeared before 
the Commission when we were in Calgary, repre- 
senting the Home Oil Company, of which he was the 
President, and other companies that were associated 
with him, At that time they submitted a pro- 


posal regarding a proposed pipe line from Alberta 
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to Montreal, giving alternate rates, one all 


Canadian and the other one partly through the United 


States. Since our last hearing I understand from 
Mr. Brown that a further study has been made, and 
some copies of it have been supplied to us, and he 
now is bringing this application to put this fur- 
ther study before the Commission in the name of 
the Company, which is, in fact, in existence, and 
which I gather he is proposing be the company to 
butld. this dine. 

Mr. Brown has supplied us with the state- 
ment, which I am proposing to have marked as T-7-5. 
I am proposing that the copy of the Engineering 
Report, which has been prepared by Dutton-Williams, 
be marked T-7-6. I would like Mr. Brown and his 
group to come forward. 
---EXHIBIT NO, T-7-5: Statement of further study 


submitted by Mr. Brown, 
Home Oil Company. 


---EXHIBIT NO, 1-7-6: Engineering Report pre- 
pared by Dutton-Williams. 


THE CHAIRMAN: Would you proceed, Mr. 


Brown? 
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MR, BROWN: Mr, Chairman and Mr. 
Commissioners, When I last appeared before your 
commission in Calgary I addressed you on behalf of 
a group of independent Canadian oil producers. On 
this occasion, owing to the shortage of time between 
the receipt of the Dutton-'/illiams Brothers report 
and the opening of your Toronto sittings, we have 
been unable to call a meeting of our group to obtain 
their concurrence in what I am presenting today. 
However I am confident this support will be forth- 
coming on my return to Calgary. 

During the previous submission an effort 
was made to recognize not only Western Canada's oil 
surplus position but to relate it to the world oil 
surplus and to assess the effect of that surplus 


Tt 


on the marketing of Canadian crude oil. We 
expressed our concern then about the deterioration 
of the export markets for our oil. Since that 
hearing, we have seen a further deterioration of 
our market in the Pacific northwest. ‘e submit 
now that there is even greater urgency than there 
was only a few weeks ago to find a solution to our 
problem, 

We stressed tne desirability of maintaining 
and building a Canadian oil producing industry in the 
national interest. It was in that atmosphere that 


we sought to find a solution of the problem of 


increasing the markets for Canadian oil. 
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Resulting from the reports of ..J. Levy, 
Inc, on "Market outlets for Canadian Crude Oil - 


Problems and Prospects " 


and the Preliminary Engineer- 
ing Report of Dutton-Willilams Brothers Limited, we 
proposed to your commission the building of a 30-inch 
pipeline from Edmonton to Montreal via Sault Ste. Marie, 
We stated that this line could move oil from Edmonton 
to Montreal for 51.0 cents per barrel. This made 
it possible to put our Redwater crude into Montreal 
at $3.16 per barrel. This compared with Venezuelan 
crude costing from $3.07 to $3.28 per barrel as 
represented by Montreal refineries and 4.J. Levy Ine. 
Thus we established that it was economic and practic- 
able to transport Canadian crude into the Montreal 
refining area in competition with Venezuelan crude oil. 
During the course of the hearings we realized 
that an even greater service could be rendered to 
Canada if we were able to offer service to Inter- 
provincial Pipeline Company and reduce the trans- 
portation burden to Ontario refineries. ith this 
in mind we commissioned Dutton-)illiams Brothers to 
undertake further studies and I am pleased to submit 
their further report today to your commission, I 
suggest that this report suggests a practical and 
very real solution to the problem of moving Western 
Canadian crude oil to eastern markets. 
With your permission I will now read the 


letter of transmittal from Dutton .illiams Brothers 
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dated June 20, 1958, accompanying their report. 
June 20, 1958, 

Independent Pipe Line Company 

304 Sixth Avenue est 

Calgary, Alberta. 

Gentlemen: In accordance with your re- 
cent instructions, we have prepared the attached 
Preliminary Engineering Report on the proposed 
Alberta-Montreal Pipeline crude oil system, We 
believe the report sufficiently examines the factors 
involved and adequately defines a system for planning 
purposes, 

The purpose of the proposed system is to tran- 
sport western Canadian crude oil to the Montreal 
relinery area, and in addition, to provide service 
to the other principal eastern Canadian refining 
areas now served by the Interprovincial and Lake- 
head System via a suitable interchange of shipments, 
You have furnished to us, as developed in separate 
studies, estimates of market requirements, sources 
of crude and future shipments which were used as a 
basis for the system's functions. You have also fur- 
nished us estimates of the quantities which the 
Interprovincial-Lakehead System can be expected to 
transport. 

A, Conelusions: 
dB A pipeline system incorporating the efficiencies 


of large diameter service will offer substantial 


transportation cost improvement for western 
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Canadian oil movement to eastern Canadian refinery 
areas, 
It will be possible for western Canadian oil 
to reach Montreal at an economically favorable 
transportation cost, 
The system to accomplish the above can be 
effected on a basis compatible with the Inter- 
provincial Pipeline System, 
The system recommended as a result of the studies 
based upon the above conditions .considered, 
consists of a 36-inch pipeline from Edmonton 
to Superior and a 34-inch pipeline from Superior 
to Montreal, A 10-inch and 16-inch spur line 
would connect the Calgary area to the Bellshill 
Lake junction point, 100 miles east of Edmonton. 
This system appears to offer the most 
economical transportation and also the best 
balance between investment and operating cost 
for the future throughputs predicted. The system 
provides unique flexibility in being able to 
accommodate variations in the patterns of growth 
of crude demand in the Montreal and Toronto areas, 
In selecting the recommended system, a number 
of possible sizes of the main pipeline and 
possible routes were considered. The cumulative 
capital requirements of the selected system Lor 
1961 and 1970 are summarized as follows, reflect- 


ing growth of the system, 
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1961 1970 

Construction Cost $ 370,001,000 $414 553,000 
Interest During Construction 14,568 ,000 15,738 ,000 
Yorking Capital 1,625 ,000 1 ,625.000 
Financing Cost 8,941,000 8,941,000 
Total $ 395,135,000 $440,857,000 


ts Based upon the estimated capital requirements and 
operating costs for the recommended system, the 
Cost of Service per barrel transported during 
1904, the fourth year of operation, is 22.2 cents 
to Superior, 39.6 cents to North Bay, and 

43,1 cents to Montreal. I should point out that 
the 43.1 cents is the total cost to Montreal, 

the 39.6 cents the total cost to North Bay, and 
22.2 cents the total cost to Superior. Cost 

of Service in this case includes depreciation, 
interest, operating cost, return on investment 
and income taxes. 

The Cost of Service is based on the above 
mentioned estimates of throughputs. These 
throughputs have not, however, been compensated 
for (1) seasonal variations in refinery demands 
below capacity, (2) unforeseeable competition 
in serving the areas considered, and (3) varia- 
tions in the predicted gradual marketing growth 
due to temporary fluctuations. Therefore, the 
derivation of a tariff from the theoretical 
Cost of Service mentioned, must considerthese 
factors in addition to the actual throughput 


agreements obtainable. 
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B. Report Summary: 

1, The initial capital requirements for the recom- 
mended system amounts to approximately 
$395 ,000,000 of which $370,000,000 is attribu- 
Cable to the “cost ‘of installation. 

2 The table below shows pertinent data on the 
system derived for 1961 and 1970, the expected 
initial and tenth year of operation. 


1961 1970 


Main Line Pipe, 36-inch 973 Miles 973 Miles 
Main Line Pipe, 34-inch 946 Miles 946 Miles 
Gathering Line, 36-inch 100 Miles 100 Miles 
Gathering Line, 16-inch 71.5 Miles 71.5 Miles 
Gathering Line, 10-inch (3.5 Miles 73.5 Miles 
Steel Tank Storage 2,123,000 Bbls. 3,486,000 Bbls. 


Installed Station Horsepower 23,000 HP 193,000 HP 


Design Throughputs 

Bellshill Lake to Superior 259,000 BPD 733,000 BPD 

Superior to North Bay 229,000 BPD 527,000 BPD 

North Bay to Montreal 229,000 BPD 410,000 BPD 
Some of the exhibits in the report show the results 
of initial operations in late 1950, based on an 
average throughput to Montreal only of 200,000 
BPD corresponding to a design throughput of 
204,100 BPD. These figures are illustrative only, 
as 1961 has been assumed the initial year of 
operation. 

The 1960 operating figures are included to 

show the theoretical effect of beginning operation 


in the fall of 1960, if the pipeline system were 


completed by that time. In order to insure a full 
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1959 construction season, detailed engineering 
should commence as soon as the regulatory and 
financial arrangements will permit. 

Ce nceparabson jot sthe “Report: 

Route reconnaissance was made by automobile 
and aircraft over the various possibilities, resulting 
in the final selection shown on the Route Map follow- 
ing. Critical points were checked at the sites and 
alternate sections were evaluated. Detailed notes 
of a number of previous investigations over the entire 
area were also of assistance, as were actual con- 
struction cost information on the several existing 
pipeline systems which parallel some parts of the 
route considered. 

Pipeline route locations were made with 
the use of aerial photographs and topographic maps 
and based upon the reconnaissance notes. 

Hydraulic studies of the various routes 
were made after profiles were developed from the above 
information. Schematic arrangements of a number of 
alternative designs and routes were then produced. 

On the basis of preliminary cost estimates, a number 
of the alternatives were then eliminated. More exact 
cost estimates were then compiled for remaining 
alternates using quotations from manufacturers and 
other realistic data, 

Operating costs then were prepared which 
reduced the alternative schemes then deserving 


further comparison, 
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Financial requirements have been developed 
for the selected system to determine required income 
over the period of years from which the Costs of 
Service were selected. These Costs were then used 
to project pro forma financial data for the future 
years of operation to test their adequacy. 

Volume IC is generally arranged to begin 
with the premises, followed by a design discussion, 
and concluded with the financial data derived there- 
from. Volume II defines the system recommended in 
specification form suitable for incorporation with 
later detailed drawings and final bills of materials 
into complete plans and specifications of the system, 

It is hoped that the report contains 
design decisions and definition of the system 
sufficient to effect the final planning of this 
provect: 

Respectfully submitted, DUTTON-\ILLIAMS 


BROTHERS LIMITED, 
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Mr. Chairman, there are two or three 
highlights in the body of the report that I think 
might be interesting to put on the record, Do I 
have your permission to skim through them quickly? 

THE CHAIRMAN: Yes, certainly. 

MR, BROWN: A, INTRODUCTION, | 

1. Function of the System: The primary 
purpose of the proposed Alberta-Montreal crude oil 
pipeline is to provide the most economical trans- 
portation for the proven and potential oil reserves 
in western Canada to the Montreal refining area. 

It has been further stipulated that this purpose 
shall be accomplished (1) in a manner compatible 
with existing investments in pipeline system, and 
(2) without jeopardizing the investments in eastern 
Canadian refineries by unduly disturbing present 
refinery marketing patterns, 

Present outlets for Alberta crude consume 
less than 50 percent of the rated production capacity. 
Reserves due to new discoveries are increasing at a 
rate greater than the potential consumption of present 
markets, Therefore the proposed system connects the 
Montreal market to a secure and ever adequate source 
of production. In so doing it effects an improvement 
in transportation to eastern markets presently 
connected to this source. 

a. The Montreal Market: The Montreal area 


imports a substantial amount of foreign crude at a 
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cost representing about one-third of Canada's trade 
deficit. A foreign source of such crude is subject 


to variations in world affairs and upon ocean 


transportation, This factor may be critical in 
case of a world or Canadian national emergency. 

Present crude oil transportation from 
Alberta eastward, which might be extended to Montreal, 
is operating at such capacity that it could not 
serve the Montreal market in any quantity without a 
corresponding reduction in its present service to 
other points. 

Montreal is the only market area remaining 
in Canada with sufficient demand to substantially 
utilize shut-in reserves in Alberta. Export of 
these reserves to the United States is continuously 
dependent upon the prevailing import policy of the 
United States to protect its own producers, and 
continuously dependent upon prevailing competitive 
prices of foreign crudes which may be imported 
without field proration at the source, 

b, Other Eastern Canadian Markets: 

Other eastern Canadian markets include the Great 
Lakes, Toronto and Maritime areas, Except for 
the Maritime area, these markets are presently 
served by the Interprovincial-Lakehead Pipeline 
system, referred to as Interprovincial. 

By virtue of a system built in stages 


west of the Great Lakes, Interprovincial today 
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exceeds economic optimum apace from idmonton to 
Superior, Hcwever, additional throughput can be 
accommodated in the 30-inch Lakehead section from 
Superior to Sarnia, The 20-inch section from Sarnia 
to Toronto can assume limited increases in TeveReo 
demand, 

A large-diameter express pipeline with 
the primary purpose to serve Montreal is well mited 
to the secondary purpose of enhancing Interprovincial's 
service to these markets. By interchange shipments to 
Interprovineital at Superior, the excess capacity 
of Interprovincial's Superior-Sarnia pipeline and 
combined tariffs to Sarnia from Alberta should offer 
economic advantage to both refiners and producers, and 
to Interprovincial as well, 

hen Interprovincial'ts facilities to Toronto 
exceed the optimum capacity, Interprovincial may 
then elect to construct a lateral from the Alberta- 
Montreal pipeline at North Bay to serve more economi- 
cally the further growth of the Toronto area, The 
ability of the large main trunk pipeline to accom- 
modate the added shipments for delivery at North Bay 
is one of the advantages of the proposed system, 

The Alberta-Montreal pipeline, in case of 
emergency, could be used to supply or supplement 
tanker deliveries to the Maritimes. The pipeline 
would drastically reduce imports into Montreal, 


allowing the Portland-Montreal pipeline to be reversed 
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to load tankers at Portland for Maritime shipments. 

Deere studies of acceptability of 
Canadian crude in the Maritimes have not been under- 
taken because of these factors. (1) From preliminary 
estimates, the delivered price of Canadian crude 
in the Maritimes is at least 20 cents per barrel 
more than the delivered price in Montreal, (2) Since 
the Alberta-Montreal pipeline effects a competitive 
price for Canadian crude with imported crude in 
Montreal, Canadian crude is therefore at a price 
disadvantage in the Maritimes. 

Thus the large-diameter express pipeline 
from Alberta to Montreal can offer (1) substantial 
savings in transportation of Alberta crude oil to 
eastern Canada, (2) a feasible means of utilizing 
Canadian crude in Canadian refineries, and (3) com- 
patibility with Interprovinecial by serving the 
excess of its marketing demand through interchange 
shipments. 

2. PURPOSE AND SCOPE OF THE REPORT, 

This report has been prepared under the instructions 
of Independent Pipe Line Company. The report 
summarizes results of route reconnaissance and 
planning studies undertaken to determine an economical 
crude oil transmission system from Alberta to Montreal 

The purpose of the report is fivefold, 

(1) To recommend a mechanism whereby low cost 


transportation of crude oil can be made available 
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to eastern Canadian markets in addition to 
Montreal, 

(2) To define the System derived from field engineer- 
ing and economic studies as appearing most feasible 
for present and future indicated needs, 

(3) To supply realistic estimates of the system 
investment and operating costs, 

(4) To furnish an estimate of required annual income 
and the Cost of Service for transporting o1i1 
to the various delivery points per barrel of 
estimated shipments, 

(5) Examine the engineering and economic aspects 
sufficiently to facilitate all major planning 
Gecisions that will permit detailed engineering 
and construction to proceed without delay. 

Certain aspects of the feasibility of the 
system are beyond the scope of this report, and 

beyond the assignment therefor. These include: 

(1) A discussion of the reserves in Alberta or more 
particularly the adequacy or selection of certain 
fields or areas in Alberta to satisfy pipeline 


throughput premises, or the designation of 


gathering points. 

(2) Evaluation of the Montreal market as an outlet 
for Western crude oil, 

(3) Evaluation of the future demand for crude oil 


in eastern Canada. 


(4) Evaluation of the effect of the Costs of Service 
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derived in this report upon competitive market- 
ing, or upon the economics of production, 

It is understood, however, that the fore- 
going aspects have been or will concurrently be 
treated in reports by others. 

B, “PREMISES OF PIPELINE SYSTEM, 

1, Discussion of Demand: As previously 
stated, it is beyond the scope and assignment of 
this study to develop the demand or supply aspects of 


crude oil for this system, However, throughput 


requirements in general were derived as outlined herein 
a. Montreal: From the recent study by 

petroleum economist, walter J. Levy, the demand for 

foreign crude oil and products in the Montreal area 


for 1960 is estimated to be 282,000 BPD and 32,000 


BPD respectively. (See Pages 1-12, Levy report.) 

It has also been estimated that the Alberta-Montreal 
pipeline could supply replacement of 70 per cent of 
this crude oil market, or 200,000 BPD. (See Page 2, 
Purvin & Gertz report.) 


Present Montreal refiners operate on crude 


stock averaging 31° API gravity (at 60° F), composed 


principally of Venezuelan and Middle East crudes 
ranging from 25° API to possibly 35° API, Alberta 
crudes tentatively selected to serve Montreal have 
an average gravity of about 25 iG oe RPT vat tO Gee 
Complete utilization of a lighter charge 


stock would effect a further deficit in heavy fuel 
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oil supply in the area. It has therefore been postu- 
lated that additional limited imports of either 

heavy crude or residual fuel oil would occur. The 
imminent availability of natural gas in the Montreal 
area should have a mitigating effect on the demand 
for residual fuels. 

Some of these and other considerations 
are treated in detail in the Levy and Purvin & Gertz 
reports. However, the considerations briefly men- 
tioned above substantiate the fact that about 70 
per cent of the 1960 Montreal demand for crude oil 
could reasonably be satisfied by Alberta crudes, 
and a higher percentage thereafter. 

The Levy report (Pages 1-16) further states 
that in 1965 crude oil demand in the Montreal area 
would reach some 396,000 BPD with no products 
imports required. It is assumed the Alberta-Montreal 
pipeline could capture 80 percent of this market, 
ore 320, 000-BPD, in light of the. foregoing dis- 
cussion and more detailed analysis. The throughput 
build-up in the pipeline between 200,000 BPD in 1960 
and 320,000 BPD in 1965 is assumed as a straight 
line to obtain annual increments. 

After 1965, it is assumed that Canadian 
crude oil can supply 100 percent of the increase in 
Montreal requirements at the 1960 to 1965 rate of 
demand growth, In 1960, a total of 314,000 BPD of 


crude oil and products demand is projected as 
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previously stated. The 1965 demand is similarly 
396,000 BPD -- an increase of 82,000 BPD in five 
years. This annual increase of 16,400 BPD has been 
used to extrapolate the demand requirements in 
Montreal for Alberta crudes through 1970. 

b, Other Eastern Canadian Markets: In 
order to facilitate derivation of reasonable through- 
put projections to other eastern Canadian markets, 
Montreal was included in the analysis as derived 
previously. However, the Maritime refining areas 
were excluded as too speculative, 

oar, I shail not read Table £V on page 9, 
but the total Canadian demand might be a figure of 
interest: in 1960, 719 MBPD; in 1965, 1,034 MBPD; 
in 1970 1,328 MBPD. 

Sir, couXlI ask you to turn to page 15, 
Table VIII? I would just like to read a few years 
figures out of that. It shows the Independent 
Pipeline projected throughput in thousands of barrels 
per day. In the year 1960, Alberta-Superior 200,000 
barrels a day; delivered at Superior, no barrels; 
Superior-North Bay, 200,000 barrels; delivered at 
North Bay, no barrels; North Bay-Montreal, 200,000, 
In 1966, the number of barrels Alberta-~-Superior is 
517,200; delivered at Superior, 133,200; — superior- 
North Bay, 404,000; delivered at North Bay, 67,600; 
and North Bay-Montreal, 330,400. The final figure 


which I thought might be interesting is for 1970: 
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Alberta-Superior, 718,000; delivered at Superior, 
202,000; Superior-North Bay, 516,000; delivered 


at North Bay, 114,000; North Bay-Montreal, 402,000. 
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I would ask, sir, to turn for a moment 
to page 98 - "Financial data". 


1. DISCUSSION 


a. General Outline 

In the ensuing pages the following state- 
ments are submitted for the entire line 
from Alberta to Montreal as a whole: 

Summary of Costs 

Pro Forma Statements of Income and 

Expense 
Pro Forma Balance Sheets 
Pro Forma Statements of Cash Receipts 
and Disbursements 

Thereafter appear the following schedules 
in support of the Pro Forma Statements, 
which are based upon the three individual 
segments of the line. 

Cost of Service 

Capitalization 

Fixed Assets and Depreciation 

Debt Service 

De Assumptions 

The assumptions and methods employed in 
compiling these schedules include the 
following: 
Construction costs are, of course, set out 
earlier in this report. 
Interest during construction is computed 
on the amount of construction at 5.25 per 
cent per annum for nine months in the case of 


the 1959-60 construction period and for six 


months for later additions. 
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Working capital has been provided in 
amount equal to 90 days, or 25 per cent, 

of the 1964 operating expense. 

Finance expense has been computed on the 
several individual securities to be placed 
OO SOLO, Such costs average 2.07 per 

cent of the capital requirements exclusive 
of that for finance expense, These costs 
are patterned closely to the cost of recent 


issues of comparable new companies, 


i think, sir, I might return to my state- 
ment on matters relating to the further financial 
assets of the company so that they will be avail- 
able for questioning. 

The lower cost of service of 48.1 cents 
per barrel would permit us to land Redwater crude 
into Montreal for C315 cents per barrel, This 
compares with Interprovincial Pipeline's tariff of 
44 gents per barrel to Superior, 64 cents to Sarnia 
aud. fe cents to Toronto. 

I would now like to deal with the effects 
of our proposal to build this super-inch line to 
Montreal. 

(a) The Competitive position of Redwater oil 
in Montreal has been established. 

(0) Through modification of our original 
proposal, that is the increasing of the Line size 


to 36 inches for the Edmonton Superior segment and 
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to 34 inches for the balance to Montreal, we are able 
to offer super-inch efficiency to Ontario as well 

as to Quebec. OUP Cost ol service to Superior as 
probably lower than Interprovincial's cost, that 

is operating and administrative expenses, interest 
and depreciation, Similarly future accommodation 
at North Bay is available through the 34 inch line. 
This increase in line size permits delivery of a 
large proportion of the Ontario crude demand at 
transportation costs of 2.0 cents per 100 barrel 
miles compared to the present - - or Interprovin- 
cial's - - 3.6 cents. At the same time transporta- 
tion costs to Montreal are decreased. 

By transporting the incremental growth load 
for Interprovincial, Independent facilitis maximum 
use of Interprovincial's system. This naturally 
results in a notable increase in Interprovincial's 
annual barrel mile figure, This combination 
service offers Canada the best mechanism of lowering 
the unit transportation burden involved in marketing 
Western Canadian crude oil. 

(c) This new line will make it possible to deal 


with the whole Ontario-Quebec market as a unit and 


‘the benefits of lower cost transportation to the 


whole area is I am sure apparent. 
With your permission I would now like to 


bring to the attention of the Commission some areas 


of possible disagreement with this proposal. 
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(a) Projected volumes of throughput. 

The tariff required to be charged in any 
given pipeline system is a direct result of the 
volume of daily shipments through the line. lig! 
making our market projections we used those con- 
VHIne dediwmbnie aW od. Levys report, We believe 
that they are a reasonable forecast of future re- 
quirements for oil in eastern Canada. Anes aK aelere 
to assist the commissioners in their thinking re- 
garding volumes of throughput and resultant tariffs, 
we asked our engineers to reduce Levy's projected 
market by 10 per cent and they have advised me 
that this would increase the Edmonton-Montreal 
cost of service by 5.5 cents per barrel to 53.6 
cents which would permit a laid down cost of Red- 
water crude into Montreal of $3.20 per barrel. 
This remains an economic movement of oil. 

(ob) Financial feasibility 

Independent's financial advisors are 
present here today to deal with any matters relating 
te,financial feasibility, guarantees, etc. 

(c) What is required of Government. 


We realize that our proposal requires some 


form of Government support. In order to maintain 
and develop our domestic industry in a period of 
world oil surplus we submit that the Government of 
Canada should declare that a large percentage of 


the oil refined in Montreal should be of domestic 
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origin and in addition that product imports be 
minimized, This of course involves a form of 
import quotas but we have no fear that this will 
result in the industry being excessively regulated 
by the federal government. Rather we feel that 
the federal government has a responsibility to take 
the steps that are necessary in order that the most 
effective economic use of Canadian energy resources 
may be achieved for the benefit of Canadians. 
Benefits: to the Oil Industry of Canada of 

serving the Montreal market with Western Canadian 
Crude Onl: 

i The most immediate and perhaps important 


benefit would be related to the reinstatement of 


develop a domestic oil industry. 

ee Supplying approximately 1,175,000, 000 
barrels of oil to the Montreal market during the 10 
year period 1961 to 1970, assuming the present price 
of Redwater crude, would be worth about $3,460,000, 000 
which would otherwise be expended in U.S. dollar 
currency. 

ie The steel requirements of this new pipeline 
exceeds 700,000 tons. This tonnage should be mainly 
available in Canada. 
Financing Proposal 

It is considered that the proposed pipeline 


| 
| 
| incentives necessary to continue to build and 
| 
should be primarily an industry facility and that 
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the refiners and producers should be the main 
Supporters and owners of the project. Lt. isalse 
considered adviseable that the Canadian public 
should be invited to participate in the financing. 

No specific formula has been suggested for 
a division as between the foregoing as it is felt 
that this is a matter.of negotiation, 

Thank you, Sir. 

THE CHAIRMAN: Thank you, Mr. Clark. 


I suggest that we have a 10-minute break. 


--- A short recess, 
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MR. PATTILLO: Now, you say on page 2 
of your Statement: 


"The lower cost of service of 48.1 cents per 


barrel would permit us to land Redwater crude 

into Montreal for . $3.145 cents per barrel. 

This compares with Interprovincial Pipeline's 

tariff of 44 cents per barrel to Superior, 

64 cents - Sarnia and 72 cents to Toronto," 
Dutton-wWilliams say: 

"The Gost of Service is based upon the above- 


mentioned estimates of throughput. These 


throughputs have not, however, been compensated 
for (1) seasonal variations in refinery demands 
below capacity, (2) unforeseeable competition 
in serving the areas considered, and (3) varia- 
tions in the predicted gradual marketing growth 
due to temporary fluctuations, Therefore, the 
derivation of a tariff from the theoretical 
Cost of Service mentioned, must consider these 
factors in addition to the actual throughput 
agreements obtainable". 

My question is, it is not proper, is it, 
to compare the tariff rate of Interprovincial with 
Cost of Service figures which Dutton-"illiams have 
compared, you are not comparing the same things? 

M . BROWN: With your permission I would 
like to call on Mr, Clark to expand the use of the 


phrase "Cost of Service® and not giving it with a 
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specific tariff figure there are certain minimum 


conditions upon which the Cost of Service can, in 


PocCweepecomes vie barat? IPL may callon Mr. 


Clarke. 


MR, CLARKE: Mr, Pattillo, I made some 
studies in connection with coming to a conclusion 
as to whether this line is financially feasible and 
in so doing I have kept in mind what might be a 


minimum throughput requirement which could amortize 


the debt in addition to all the other costs incurred 
over a period of 15 years and in so doing I used as 

a tariff this Cost of Service that has been mentioned 
in this submission, 


MR, PATTILLO: So that you did treat the 


Cost of Service as if, in fact, it was a tariff? 

MR. CLARKE: YES, (Sir. 

MRe PATTIELO: Well, my problem, Mr. 
Clarke, is, to put it very simply, this: At Calgary 
we were told by Interprovincial that when their line 


was operating at a maximum capacity, ultimate capa- 


city, that their cost was 2 cents per hundred mile 


barrel and that is the cost figure that appears here 
and yet their tariff figures are substantially more. 
It is my understanding that if you are going to 
operate a pipeline and Dutton-Williams do refer to 
it in the reporting letter, that there are s0 many 
factors that you must take into consideration in 


order to protect yourself in your economic feasibility 
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and that you have got to have this spread between 
cost and tariff; 

MR. CLARKE: Ee velleve Tam aelitede o1P 
far afield, I am not just sure of what the cost in- 
cluded which added up to 2 cents, I do not know 
whether it included the return on equity or what 
rate of return on the capital investment and those 
factors may be the tariff itself and the cost of 
Service tuselr. i don't icnow., 

MR. PATTILLO: I do not recall exactly 
what they did tell us - - 

MR, CLARKE: I believe there may be a 
round disagreement. I remember the quotation from 
the Dutton-illiams' report or else from Mr. Brown's 
statement that Cost of Service was 3.2 cents, not 
2 cents by Interprovincial. 

MR, PATTILLO: I know Mr, Brown makes 
that statement somewhere here. 

MR, CLARKE: I do not think I can be help- 
ful from that. 

MR, PATTILLO: I think 3.6 cents is the 
tariff, I see Mr. Waldon, the Treasurer of the 
company nodding his head and that is what, in fact, 
it is. Do you not have to have -- let me get at it 
this way: on your projections here on the Cost of 
Service and economic feasibility of the line, do 
you contemplate definitely Interprovincial taking 


oil at Superior? 
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MR, CLARKE: Yosee sin, 

MR. PATTILLO: Do you contemplate them 
taking oil at North Bay? 

MR, CLARKE: Noy te iT) 

MR. GPATTILLO: \Butcif theyedo notétake 
oil at Superior then all your calculations would 
have to be adjusted upwards; is that right? 

MR, CLARKE: Kither that or we would 
reduce the size of the line and the capital require- 
ments. 

MR. PATTILLO: Also, your calculations 
then are based on the Montreal market increasing 
to 402,000 barrels per day in 1970? 

MR, CLARKE: Not the calculation which I 
term the break-even basis. 

MR, PATTILLO: What do you calculate as 
a break-even basis? 

MR. CLARKE: The puild-up as indicated in 
the first year and the second year both at Superior 
and at Montreal and then levelling off in the third 
year to 260,000 barrels per day to Montreal and 
75,000 barrels a day to Interprovincial. 

MR, PATTILLO: And that point that the 
tariff of 48.1 cents per barrel, that 22 cents, I 
think it is into Superior, you will be able to break 
even? 

MR. CLARKE: That, in my opinion, would 


provide sufficient funds from depreciation, deferred 
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asset and net income to retire the debt, it did not 
make it in 15 years, it was 16 years and 2 or 3 months. 
It would do nothing in the nature of paying dividends 
to common stockholders, 

MRy PATTILLO:, Wouldyit:-do anything in 
giving you funds for future expansion of earnings? 

MR. CLARKE: Yes, that provides for all 
the expansion indicated in this projection of Dutton- 
Williams with the exception of, I believe, $7 million 
or $10 million at the time the North Bay hiteh-up would 
have been made I reduced that to $5 million arbit- 
rarilly. 

MR, PATTILLO: well then, that calculation 
you are taking into consideration that North Bay 
does come into the picture? 

MR, CLARKE: Not on this calculation, 
I assumed we were going to build along on a work- 
even basis and not do anymore than 75,000 barrels a 
day at Superior. We would not do anything at North 
Bay. 

MR, PATTILLO: Now, that is all I want 
to ask you at the moment, Mr. Clarke. Mr. Brown, 
since the hearings in Calgary and up to the moment, 
in your study of this whole problem, do you agree 
with me that it is not practical to talk about 
private interest building a pipeline to Montreal 
until such time as the refiners in Montreal are 
prepared, either voluntarily or otherwise, to sign 


throughput agreements? 
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MR, BROWN: I think throughput agreements 
are fundamental in building the line. 

MR, PATTILLO: And you know from the 
evidence you heard in Calgary and from inquiries 
you have made since that none of the refiners in 
Montreal at the present time are prepared to sign 
throughput agreements? 

MR, BROWN: I would not make that state- 


ment, Mr. Pattillo, I do not know whether the are 


MR, PATTILLO: Let me put it this way, have 
any of the refiners in Montreal expressed willingness 
to sign a throughput agreement? 

MR, BROWN: I have not asked them, Mr. 
Pattilio, 

MR, PATTILLO: Now, when you are talking 
about the economic picture and saying that Alberta 
oil would be competitive with Venezuelan or Middle 
East crude laid down in Montreal, you are assuming 
that neither the Middle East producer nor the 


Venezuelan producer would be prepared to reduce his 


MR, BRO’N: I think the statement I made 
to you in Calgary on that point, Mr, Pattillo, was 
that the oil that moves into our present Canadian 
marketsis presumed to be competitive with Illinois 
basin oil at Sarnia. I suggested to you that I 


thought it was in the best interest of the Canadian 
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oil industry to continue to make the pricing point, 
as historically it has happened in the past, Sarnia, 
and my understanding of oil pricing, and we hear 
many variations of this, is that oil is a global 
product and that currently pricing is in balance 
throughout the world. We hear of interesting distress 
Situations in South America and elsewhere, but, in 
fact, the people who own oil in one case told me they 
are unable to find a market for it and the fact they 
have a little distress does not mean much, From my 
point of view our Canadian oil is competitive in the 
markets it now serves, if it goes to Montreal it will 
continue to be competitive but still based on the 
Illinois pricing. The reason I make that statement 
46 4t coula be conceivable there could be such a 
flood of o11 out of the Middle East in the next short 
number of years that North America or the Western 
Hemisphere could end up with one pricing policy and 
the Eastern Hemisphere with another, 

MR, PATTILLO: What I was going to suggest 
to you was that I have heard that at the present 
time either by means of exchange or otherwise that 
Venezuelan oil is reaching as far as Minneapolis, 
Chicago and into Sarnia. Have you heard the same? 

MR, BROWN: Oh yes indeed I have, it is 


one of the things that distresses us out in Calgary. 
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a anticccuren te 

MR. PATTILLO: And I think you would 
agree with me that that can only be accomplished 
if they are using some other measure than merely 
posted prices. 

MR. BROWN: I think it is accomplished 
because 10 is their own oil and cost is a factor 
on posted prices. 

MA. -PATTILLO: The posted price is ir-: - 


relevant ; it is cost that is --- 


MR. BROWN: I would think in this par- 


ticular instance you have in mind that is the case. 

MR. PATTILLO: What I am concerned about 
is that that situation could also pertain in Mon- 
treal if the refiners in Montreal wanted to con- 
tinue to hold that market for the Middle East and 
Venezuelan crude. 

MR. BROWN: That is assuming that their 
parent companies would sell it to them for nothing, 
or at a greatly reduced price. 

MR. PATTAGLGO: Or at a price that would 
still give them a profit? 

MR. BROWN: Quite so. 

MR, PATTILLO: Are we not therefore driven 
to this, that, looking at it from the pure economics 
of each of the refiners in Montreal today, they and 
their parent companies, there is very little to 
commend to them an Alberta to Montreal pipe line? 

MR. BROWN: If you grouped the Canadian 


affiliates and the parent company, I think your 
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statement is correct; if, however, you talk about 
the Canadian company, I think your statement is 
imeopvrect. 

MRS PATT ELLOS What you mean by that is 
you are looking at solely the Canadian company 
that has substantial production in the West, if 
they took Canadian crude to Montreal they could 
make a profit on producing that they are not 
making today? 

MR, BROWN: Phat is correct, sir, 

Mi. PATTIE: Now, let's assume that 
they will look at it not merely as a sole Canadian 
company operation but as an operation in which 
their parents are vitally concerned. Do you 
agree with me that the only way in which you could 
control a Montreal market for Canadian crude 
would be by the imposition of embargoes or quotas 
-- I think you use 80 per cent here, of that 
nature? 

MR. BROWN: Yess, sau. 

MR, PATTILLO: And do you agree that 
those quotas or embargoes would have to be com- 
pletely regulated by the Federal Government? 

MR. BROWN: Yes, sir, I do believe that. 

MR. PATTILLO: You also agree that, once 
you remove the competition or the threat of com- 
petition of foreign crude coming into Canada, the 


Canadian Government would also have to police the 
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price to make sure that your Sarnia basic price of 
which you speak was, in fact, observed? 

MR. BROWN: NOp eee. tf would ailke tue 
egree iwlten you, but 7 don't. We are only talking 
about supplying initially 70 per cent, stepping 
up over a period of time to a larger percentage. 
There is still room for competitive oil to come 
an G8 As a matter of fact, we have a completely 
artificial price. for our oLlsin Canada at the 
moment. 

MReCPATTILLO: We have this all over the 
world, 

MR, BROWN: PE think so. SO I don't 
Cota ionis ieee wort of policing .wop-. We don't 
have any oil coming in from Illinois, but we use 
that as a basis for setting the Canadian price. 

MR, PATTILLO: Isn't that only available 
as long as you have the threat that the importer 
couLai bring ainjoil? 

MR. BROWN: I think you have the threat 
until you completely eliminate the possibility of 
importation in the United States. You know they 
have a so-called voluntary import system in which 
there is still ten per cent or twelve per cent 
or fourteen per cent permitted to be brought in 
from elsewhere in the world. 

MR, PATTILLO: But that so-called volun- 
tary method is being pretty well regulated, isn't 
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MR. BRONVN: I have no production in the 
United States, but my impression would be that it 
is reasonably regulated, but more by the companies 
themselves. 

MR PATPEILEO: Do you think from the 
conversations you have heard, either before the 
hearings in Calgary or since, that the independent 
producer in Alberta is prepared to pay the price 
for getting the Montreal market and to have his 
price and his product regulated and be required 
by the Government to sell it at regulated euides 

MR, BROWN: I have never made any such 
suggestion, nor have I ever heard one. There is 
nothing that would involve the government regu- 
lating the price in Montreal or, working backwards, 
regulating the price of oil in the field. 

MR, PATTILLO: I quite agree with that, 
Mr. Brown, but, on the other hand, it may be that 
in trying to study your proposal one might find 
oneself driven to that position to make the 
thing work, 

MR. BROWN: I think, Mr. Pattillo, that 
there are all kinds of possible problems that are 
related to this. We have tried to approach it 
from the point of view that there is a principle 
involved, and the principle is a very simple one: 
do we want a Canadian oil industry or not, oil- 


producing industry? Certainly, on the basis of 
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the available oil in the world, there is no justi- 
fication for one. If we are all secure and con- 
tent in our minds that we will always have access 
to Middle East oil and Venezuelan oil, there is an 
abundance of it that will last the world for many 
years, but we do not share the confidence that 
such is the case, and therefore we think we are 
justified in taking steps to protect our domestic 
2UCUSGry ano bulild it, 

Now, the details of the problem I think 
can be greatly magnified. I have great confidence 
that the Federal Government wouldn't exercise or 
attempt to exercise undue regulations on the in- 
dustry. This is not a wartime measure, this is 
something to look realistically at the world picture. 

MR, PATTILLO: You agree, however, that if 
the Government did do this it would have to make 
certain that the ultimate Canadian consumer was 
protected? 

MR. BROWN: That is one of the details. 

I think these things are not necessary. YOu, can 
preserve the Montreal area just the same as you are 
presumably doing it in the Toronto area, If unere 
is any need for the Government to do that, they 
should be doing it here in Toronto. Heise bg! 

this is not a valid point. If you take steps 

that set up quotas, someone has to be responsible 


for policing it, but I would doubt if there will 
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ever be a violation, involving a consumer, The 
basic thing in our argument we put forth is that 
we ask no tariffs; we believe we can put oil in 
competitively, therefore the price of the product 
should remain approximately as it is, and I would 
think that if there are violent changes made the 
Government would be entitled to investigate it. 
But you don't have to set up machinery to do it. 


If one company went to one extreme, the 


other company would be out to get its business. 

MR, PATTILLO: What would you do about 
these quotas? Would each company have a non- 
assignable quota? 

MR. BROWN: I am not a quota expert, and 
I would not like to speak on the subject beyond 
this, that the most reasonable approach to the 
subject, in my opinion, would be that the Canadian 
Government would make available to Western Canadian 
production a percentage of the Montreal market. 

Now, we have had our consultants investi- 
gate the matter, and, as stated earlier in my pre- 
sentation, the best opinion we have recéived is 
that in the year 1960-1961, Canadian crude could 
service 70 per cent of the Montreal market and 
that that percentage could probably increase 
through the years, but that becomes a matter of 
the refiners balancing their requirements of crude 


against the products they are expected to produce, 
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MR. PATTILLO: If you didn't have a 
tariff, Mr. Brown, or a quota also on imports 
Por Droducus, couldn't you very easily convert 
the Portland to Montreal crude oil line into a 
products line and bring in products at much lower 
prices than you could possibly refine the Canadian 
erude at in Montreal? 

MR. BROWN: I cannot give an honest 
opinion on that because I do not have knowledge of 
refinery costs in the Middle East or Venezuelan, 


Caribbean area. 


MR, PATTILLO: That is all, thank you. 
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THE CHAIRMAN: Mr. Frawley. 

MR. FRAWLEY: I only have one question. 
I understand that the 48.1 cents may not be 
enough to recoup the cost of service in the first 
two or three years but you would be prepared to 
accept 48,1 cents from the beginning. 

MR. BROWN: Under the mininum condition; 
Se aS Mr. Clarke stated the minimum conditions 
required in the third year and thereafter 260,000 
barrels a day delivered into Montreal plus 75,000 
barrels a day delivered to Interprovincial at 
Superior. That would cover all the costs related 
to the project, including redemption of the mortgage 
and debenture debt, and would cover the 
auntverest on such debt. Lt would novwrprevide 
any return on equity capital. 

MR. FRAWLEY: On that basis the tarrif 
would be from the beginning 48.1 cents. 

MR, BROWN: That Lls=correct, provided 
you remember those are minimum conditions. 

MR, FRAWLEY: ME Givaios aL eee Least 
wanted to make that clear. That is all, thank 
you. 

MR. COMMISSIONER BRITNELL: As I under- 
stand it you visualize a situation in which approxi- 
mately 70 per cent of all the requirements of the 
Montreal market would be net from Canadian oil. 


MR, BROWN: Yes soir. 
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Brown, that may be largely an act of faith on your 
part’, I cannot see why the pricing of oil under 
these conditions should be any different from the 
pricing of any other commodity. Once you establish 
quotas I don't see why you cannot have a situation 
under which foreign oil was laid down up to 30 per 
eent at, say, $2.00 a barrel, why there would be 

any reason why Canadian oil could not fill the 

rest of the vacuum. Oil, courd be priced at 

$3.00 a barrel if there was no Government regulation 
TOUprevens Lv. 

MR. BROWN: I suggested a Government 
policing might be necessary. 

MR. COMMISSIONER BRITNELL: I should 
think a Gestapo would be much more likely than 
mere policing, That i8 no retleetion on the oi] 
industry, I did not intend it in tht way, I think 
they would be utter fools if they did not take 
advantage of the situation. 

MR. BROWN: You are making a basic 
assumption which I think is incorrect. You are 
making the assumption there is $2.00 oil running 
around the world waiting to come to Canada and fill 
a2 gap. Such 1s not the case. 

MR. COMMISSIONER BRITNELL: That was 
Merve y a cure, It could be somewhat lower. 

MR. BROWN: With the exception of a very 


little bit of distress oil I think you would find 
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Giipeeuleye in tinding much of] in this hemisphere 
or the eastern hemisphere that would be available 
to perform the function. 

MR, COMMISSIONER BRITNELL: Then ao-you 
need a quota, Mr. Brown? 

MR. BROWN: in the theory of it 
probably not... On the other hand there is the 
responsibility of the Canadian Government to de- 
clare its policy with regard to the development 
of our resources, Wevdont. even need an o18 
industry. 

MR. COMMISSIONER BRITNELL: roan 
foLiow, you on that. IL think we do. 

MR. BROWN: There is enough ofl in 
the world, plenty to supply Canada. I think we 
have to have a National policy with regard to the 
development of our resources, The case I have 
put forward is in order to maintain a healthy de- 
velopment in western Canada we have to sell more 
Oil than we are now selling, a greater percentage 
Of (Our) Producsbilicy. The market which is 
available to us is the largest market on the 
continent. It is a secure one within the control 
of our own people and is in the Montreal area. 

MR, COMMISSIONER BRITNELL: I have no 
quarrel with you on any of these larger issues, 
She beaourioe dL reeoly.. I was coming back to 


this matter. of price. IL do take it you 
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would agree it might readily need some policing. 

MR. BROWN: En practice ‘iathink mot 
but I would agree if that became necessary as a 
condition, Go, doing Lt we should. wateh it. The 
reason you don't need it is there is only one 
eompany, @oine -ctop.do at. I can't imagine what 
company would do it. The thing would correct 
Btself wery quickly. 

MR. COMMISSIONER HOWLAND: Just as 
a matter of fact, Mr. Brown, I am surprised my 
good friend Mr. Frawley did not raise this ques- 
ti0n WIth mou. Have you “budht <im the meterred 
Income Tax into your estimations? 

MR, FRAWLEY: That was a very unkind 
remark! 

MR, BROWN: These things happened 
between the time we prepared the report and the 
time it was presented to the Commission. 

THE CHAIRMAN: Tt cer Dus teainc op uine 
cost of service according to Mr. Clarke. 

Mr, Brown, you leave the inference in that 
statement that this quota, or whatever action needs 
to be taken by the Government, although you admit 
you don't think it would have to be policed, but 
it applies only to the so-called Montreal market. 
That would have to be national in its scope, would 
Lis MOG? 


MR, BROWN: I don't know enough about 
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constitutional law, sir. I would think we did 
not try purposely to avoid the question of the 
Maritimes. We have had some information with 
regard to the constitutional position, I would 
think if a Canadian company desired to do one 
thing with the Maritimes and another thing with 
the oil refining industry west of Montreal they 
Could work 1c out. 

THE CHAIRMAN: Does alberta not fear 
an influx of British Borneo or Indonesian or 
Venezuelan crude into Vancouver? 

MR. BROWN: There are people much 
more equal to answer the question than I am, sir, 
but it is a very real danger. 

THE CHAIRMAN: What is the deterrent to 


auee 


MR. BROWN: It is common knowledge 
think that at a refinery in the Puget Sound 
area British Borneo crude could be laid down at 
considerably less cost than Alberta or Canadian 
crude, If it could be laid down in Puget Sound 
area it could be laid down in Vancouver. 

MR. BROWN: I would think that is 
Piet. Sit, 

THE CHalRMAN: What. is the deterrent? 

MR. BROWN: Could L approach it “in 
another way. We are not in the refining business. 


I think on one occasion we did present to the 
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ConmisstoOnvan allustration of California o11 
moving into the Pacific Northwest or Anacortes 
at $3.98 when they could have bought Canadian at 
$3.15. Then there is the phrase of my friend 
Walter Wrigley which my friends in the industry 
call commercial preference, ENnereL Ge tiewwit eno ib 
business many factors that decide these things. 
I am not competent to answer the question. 

THE CHAIRMAN: The fact of the matter 
is on this reasoning we have been following to- 
day there is just as much need for a quota to be 
applied nation-wide as merely for the Montreal 
market. 

MR, BROWN: I would agree with you, 
Sin. In agreeing with it I would not wish to 
reflect on the people who purchase crude in 
Vancouver area, I am quite sure they would not 
IMpOLre Borneo .oLl im ‘there. 

THE CHAIRMAN: There are certain 
fundamental reasons for the moment that they 
would not. The day may come when it would pay 
them to do so, 


MR, BROWN: Pihaverno opinion, «Sir. 
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THE CHAIRMAN: I cannot reconcile -- 
“perhaps I have misunderstood it -- your statement, 
on page 5, with the contents of Dutton-iilliams 
report, page 56. You say on page 5 of your statement: 
"The steel requirements of this new pipeline 
exceeds 700,000 tons. This tonnage should be 
mainly available in Canada." 
On page 56 of the Dutton-\illiams report 
it is stated: 
"Canadian mills cannot commit themselves to 
rolling more than 200 miles per year of 
34-inch or 36-inch pipe because of plate 
width", 


MR. BROVWN: I think that I can explain 


industry in Canada, they would not take a firm 
commitment or make a firm statement prior to obtaining 
an order. However, we have been informed that up to 
34-inch, up to 30-inch actually, wth some pipe coming 
from the United States, that the Welland Tube alone 
could produce between 100 and 120 miles a month, 
but they would not commit themselves and they would not 
permit us to speak about 200 miles. If I have not 
got the point here -- 

THE CHAIRMAN: But you say ‘per month" when 
the Dutton-Williams report says "per year". 

MR. BROWN: What the report says is that 


that, sir. In talking with the people in the steel 
Canadian mills cannot commit themselves to rolling 
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more than 200 miles per year of 34-inch or 36-inch 
pipe because of the plate width, Now, if given an 
order, they advise us that they could produce up to 
between 100 and 120 miles a month, but they would 
not commit themselves, In other words, in committing 
themselves they would have to make commitments to purchas 
pipe fromother people, 

THE CHAIRMAN: From the United States. 

MR, BROWN: For the 36-inch, There is 
a great deal of mystery to the steel business, 
Apparently there is a 34-inch plate mill going in 
at the Soo, They are looking at the possibility of 
making a 36-inch pipe, but I have had no advice back. 
I do not intend to be misleading -- 

THE CHAIRMAN: I know you would not 
intend to be, Mr. Brown, 

MR, BROWN: They just would not commit 
beyond that 200 miles a year. 

THE CHAIRMAN: Thank you very much, Mr. 
Brown, for this report, which is of course exceed- 
ingly valuable to the Commission, and for your state- 
ment today. The time and expense which you and your 
colleagues have gone to in the preparation of the 
report and submissions given to us at Calgary and 
again today here are appreciated, and we thank you 
very much, 


MR. BROWN: Thank you very much, sir, 
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Supplementary Submission By 


IMPERTAL OIL LIMITED 


APPEARANCES: 
Mee Jk. White - President 
Mr. W.O. Twaits - Executive Vice-President 
Mr. J.A. Cogan ~ Vice-President 
Mr. W.D.C. MacKenzie =- Director 
Meet. Moore - Vice-President 
Mr. J.W. Hamilton = WiPrecvor 


Meee rds. COCCAS 


Me, RIM, Crockett 


— a 


THE CHAIRMAN: Mr. Pattillo. 

MR, PATTILLO: Thank you, Mr. Chairman, 
The next submission we have is a supplementary one 
from Imperial Oil Limited, and I am proposing that 
Mr, “hite and his colleagues come forward now and get 
the submission marked. I think there are a few pre- 
liminary remarks Mr. white wants to make, and then 
we could adjourn until tomorrow, Mr. Chairman, I 


am proposing that this submission be marked T-7-7. 


---EXHIBIT NO. T-7-7: Supplementary Submission by 
Imperial O11 Limited. 


THE CHAIRMAN: Mr. white, perhaps you will 
be good enough to introduce your colleagues to the 


Commission, 


MR, WHITE: On my left is Mr, J.A, Cogan, 
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Vice-President of the company. On my right is Mr. 
Twaits, Executive Vice-President, Mr. MacKenzie at 
the end, who is a Director, Behind me -- we may not 
have to call them -- are Mr, Crockett, Mr. Moore, 
Vice-President and Director of the company, and Mr. 
Hamilton, who is a Director of the company. 

Mr, Chairman, this supplementary presenta- 
tion today should almost be given to you with 
apologies. A lot of it stems from questions that the 
staff of the Commission have given us. I hope we have 
not gone overboard in presenting this to you. There is 
one element that I would like to mention, and that is 
that we are puzzled by what an economist would think 
of all this -- the possibility of betwixt and between 
government intervention and so on, We consulted Mr. 
Gilbert Jackson, and he very kindly at rather 
short notice agreed to give us some help, At the end 
of our questioning here, if there is time, perhaps 
an hour or thereabouts, I would like to ask Mr, Jackson 
to come here and tell us what he thinks about it, if 
that is agreeable to you, Mr. Chairman. 

THE CHAIRMAN: Certainly. The Commission 
needs help. 

MR. WHITE: I will read the opening statement 
as it appears in this report. 

At the Calgary hearings, Imperial submitted 
a comprehensive brief covering various aspects of the 


petroleum industry coming within the Commission's terms 
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of reference, This included an assessment of markets 
and alternatives for expansion of the outlet for west- 
ern Canadian crude oil. 

The recommendations contained in our 
original submission with regard to crude oil markets 
reflected continuing studies, supported by Imperial's 
experience in developing crude outlet from the time 
of the Leduc discovery hm 1947. The Calgary hearings 
reflected the interest of a producing area where 
more than normal surplus crude oil producibility 
has developed after 10 years of extremely rapid 
growth in crude oil production. This growth may be 
measured from a starting point of local insufficiency 
in 1947 to a distribution system extending 2,500 miles 
from Vancouver to Toronto, The present surplus of light 
oil producing capacity is concentrated mainly in one 
province -- Alberta. 

The Commission is now sitting in Canada's 
largest consuming area. The province of Ontario 
consumes approximately 40 per cent of the total 
Canadian demand for petroleum products, Canadian crude 
oil has been brought into this area at no additional 
cost to the consumer and without any assistance from 
federal or provincial governments, We believe it is 
pertinent, therefore, without repeating the arguments 
presented in our original submission, to restate the 
principal recommendations. 


(a) The first logical step in expanding Canadian 
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erude oil markets is to saturate the Ontario 
market through pert vertes located there before 
calling on federal government aid for protec- 
tion of the entire eastern Canada market, 

(bo) The problem of export markets for Canadian oil, 
like base metals, iron ore and dairy products, 
Should be a matter of overall negotiation with 
United States within the framework of general 
trade and security policies. Full te eer 
of this aspect should be exhausted before assum- 
ing long-term financial commitments, coupled 
with trade restrictions, which seem to be part 
of the Montreal pipe line proposal. 

In reaffirming our views, I wish to state 
categorically, as we did in Calgary, that these 
recommendations reflect the group judgment of 
Imperialis own management. Furthermore, when and if 
we can conclude that the Montreal market is necessary 
and obtainable, as in the past we will not hesitate 
to assume our share of the financial risks. Our share- 
holders, large and small, are aware of this position, 

In order to avoid any misunderstandings, 

I might also restate some elements of the Imperial 

position. 

(1) Imperial's assets are entirely within Canada and 
in the 10 years since Leduc, Imperial has invested 
some $300 million in equipment and exploration, 


which funds were chiefly provided by equity 


ko reaneReS 6 
r A oa py 


‘ose ie dbs oe ag NOSE 


== 


Ad hes nos ratibged ireteve i} anode | ‘fs ok btuons x 


a ik 
ree ny Ae 


ae © sero wag al sito. sadnde butted | 


E 7 ‘ < 
' ! 
nonkhinatirmavnnt eA agiohton. oben bas oer 7 


P) 


‘ntieds See Yaa fsa: set a atuoda gooqes, ena to. 


Halon: | aitteeiy Dries Ltyeugenet sical gaok eat iia 
) = , . 
PIE ol OF). eRe cit ,angieaenngat bers sa ‘epee a 

| biti eh hag ae e le’ 
saa Seat oy dee ot £ agit caeiss rh ate re ; 


ee 


,* , ; 
ee 5 fo 


ete /ot ngs sea ctv. st inaen aE rig 
Seth taghe ih bib ahi 4a “sebgosnose zed 


Bi Psy 5 3) ; 


vente qults by), woo wel. ce) of nian ‘BdotenbinscmooeT . 


ne ee Ley 


are ee rae we oh 
tr Dee aan ,promiacane®, _snene Renee “mo etabregnt 

é cuit 
} Rink 1s kay mate i ee alts Ss * 44 A 


| 
fi 
| 
Ma 


ee tatner tine Cento ail $d : “abut oman eo, aw 
; i Sr deagh) Toaeas PON a a 
F MED lh esac Wass mi 
‘Seana Sot hive iow fag Tae i! 88 Yakoanna 300 one i 
' perc ae ont? ree ; 
htt eat yRRS IN pas TEN a bade viata. wo sn oee oF, 


: did Ley ie Maa abil Tei , Sie Fag yee anek erobted 
) ie Shae ie , if fig es 
Bh Re tere hiye bin ces btews: Og eo ‘at. 


rrr de a at rhssontca f 2, ae ita Sityte x 


| 701800 
Tye ? ; : ae af ta rele 
Meas” sincera oststat ty enon: ane ateass’ dia htont if 


“i 


be scons wear teioqut, “1 one sapite way OL: a at, ra) | 


x : | ia 
* el tian ee, bith aa sara F Pou ia ia 


. 
y 
’ 


tae” | oa Kopos wh Papin ee “a9 Fees pain 


C 
ANGUS, STONEHOUSE & CO. LTD. 6872 
TORONTO, ONTARIO 


capital, The company's best year was 1957, 
when it earned only 10 per cent on capital 


employed, even though a large proportion of our 


expenditures have been devoted to prospecting 
and development of oil production. 


(2) In addition to the direct investment noted above, 


the two existing pipe line systems, Trans Mountain 
and Interprovincial, were mainly financed on 
Imperial's deficiency or throughput guarantees. 


Imperial currently has outstanding some $100 


million in these guarantees, although it has 
only 8 per cent and 33 per cent stock ownership 
respectively in these lines. At the present 
time, our share of crude oil production is 
approximately 20 per cent. Thus it is evident 
that we have not hesitated to sponsor and support 
projects we believe are sound, regardless of the 
fact that others would use more of such 
facilities than we would. 

(3) Imperial's crude oil production is presently 


more severely prorated than that of the industry 


in general, even though we have a high proportion 
of high producibility wells. Currently we are 
producing at 30 per cent of capacity, and a 
strikingly painful example, to us at least, is 
our Golden Spike field. It has an MPR of 

45,000 b/d but is producing only 340 b/d, which 


is its economic allowable. 
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(4) In spite of the substantial temporary gains that 
might accrue to cur company, we believe that 
the direction of crude oil into certain markets 
by some form of permanent artificial restriction 
is not yet warranted for the good of the industry 
or the consuming public, 
we are reappearing before you now to pro- 
vide additional information requested by the 
Commission, It seems clear from your questions and 
the transcript that some of the basic mechanics of 
tne industry have received insufficient attention 
or have not been placed in proper perspective to 
the marketing problem. For instance, the producing 
industry in western Canada has a unique problem, 
compared to other industries, in its inability 
to control the development of producing capacity 
in response to demand variations. ive believe this 
is a matter that should be given close consideration 
by the Commission. 
With your permission, we propose to try 
to cover the questions and informative aspects in a 
series of individual presentations including: 
Ae The crude oil producing system, capacity factors 
and economics 
ee Further aspects of Canadian crude oil markets 
3 Pipe line transportation to eastern Canada 
ve also have prepared further data on 


oil pipe line regulation, etc., in response to the 
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Commission's questions, whichcan be filed or pre- 

sented at your discretion, 

In considering this material and prior 
presentations, it would seem that under the Com- 
mission's general terms of reference as they relate 
to the petroleum industry, certain issues have 
crystallized with respect to crude oil outlet which 
could be summarized as follows: 

(a) hy should a small group of Montreal refiners 
guarantee a multi-million dollar pipe line 
investment under the protection of embargoes, 
quotas: \vevc).., ae always subject to 
political change? 

(b) Should the federal government provide the 
financial guarantees necessary to build such 
a pipe line? 

(c) Is there an actual benefit to the economy from 
this proposal, and would it benefit or penalize 
the consumer and the producer? 

(ad) Is there any assurance that under the present 
producing system in western Canada the situation 
now being used as a reason for emergency action 
will not repeat itself in a few years' time? 

These, we believe, are the pertinent 
questions posed by proposals made before this Com- 
mission, In the light of our prior submission and 
the information which will follow, Imperial's position 


can be summarized as follows: 
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(1) The Montreal market is not a permanent solu- 
tion to the over-supply problem in western 
Canada and the general worldwide over-supply 
position, The current situation could well 
be repeated in a few years! time, 

(2) Some modification of the prorationing and Crown 
Reserve disposal system would seem to be required 
in western Canada to allow better supply and 
demand balancing. Under the present system, 
the guarantors of a new pipe line would simply 
be providing a new outlet for new producers 
and stimulating a further build-up of capacity, 
which could well result in a repetition of this 
situation within a few years. 

(3) Imperial cannot at this time justify assuming 
further heavy financial obligations for a new 
pipe line, which we are not convinced is 
economic, on top of those we already have in 
connection with Interprovincial and Trans Mountain, 

(4) Consumer interests in eastern Canada can best 
be protected by freedom of competition, By 
corollary, embargoes or quotas affecting such 
a large percentage of the demand are administra- 
tively complex, and could well lead to some form 
of price control, which has proven undesirable 


for all concerned in the past. 
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Producer interest in western Canada is 


not simply one of excess producing capacity 

distributed amongst all companies and all 

areas; it is also a matter of Future discoveries 

and new producers. It should be noted that: 

(a) Exploration drilling and land holdings in 
western Canada have not diminished; 

(bo) 95% of the shut-in producing capacity is 
owned by 28 companies, out of some 220 
operators; 

(c) The so-called integrated companies who 
have a large share of shut-in production 
are also the ones carrying the main burden 
of primary exploration which opens up 
new oil areas; 

(d) The question of foreign ownership is 
not limited solely to integrated companies, 

(6) 3 The national economy will derive the 
maximum benefit from economic, rather than 
forced-draft development of oil resources, 

Regardless of present difficulties, economic 

markets for Canadian crude oil can be expected 

to grow and drastic measures should not be 
adopted until it seems certain that this is 

the only way of preserving the health of the 

IAGUSTRY. 

A) Of the greatest importance is the loss of 


industry freedom which would result from the 
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strictures and controls implicit in the 
Montreal pipe line proposal. In an era 
when many are appealing to government for 
protection or subsidy, I believe it is possible 
for the oil industry to provide the construc- 
tive example of being able to handle its own 
problems - - complex and difficult as they 
may be. 
THE CHAIRMAN: Thank you very much, 

Mr. White. 

I don't think we should proceed any 
further this afternoon with your submission, if 
that is agreeable to you. 

NRA WHITH Yes, Mrs Chairman. 

THE CHAIRMAN: WS teculd leave ine rest 
of it for tomorrow. 

I would like to say at this point, you 
know, that the Commission is not here, and was 
not appointed, to investigate the oil industry, 
and) In eny of the matters before it we have tried 
to push to one side those things which have been 
brought before it by the industry itself which 
might scent of investigation of the industry 
itself as distinct from the matters under specific 
reference to the Baoan So I hope that none 
of the oil companies feel that this is an investi- 
gation of the industry. 


MR. WHITE sa On the contrary, Mr. 
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Chairman, it is an opportunity to air our trovbles 

and views, and we thank you for the opportunity. 
THE CHAIRMAN: Gentlemen, we will 

adjourn until ten o'clock tomorrow morning in 


ola wesw glole) (te 


--- Thereupon the proceedings were adjourned at 
Hes5 pem,, to beeresumed at 1Ol00 a.m, ,, Tuesday, 
dulguoth, 1056. 
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Tuesday , 
Jury G, 1956. 


---On resuming at 10.00 a.m. 


THE CHAIRMAN: The Commission will now 
resume its hearing, gentlemen. Mr, Pattillo? 

MR, PATTILLO: Thank you, Mr, Chairman. 
Mr, Chairman, Mr. shite read yesterday the opening 
statement, and I have gone over the whole submission, 
I think that there are some parts of it that could 
be taken as read, but, on the other hand, there 
has been undoubtedly a great deal of work put into 
this submission, and I think you will have to leave 
it to Mr. White and the others as to what they feel 
they can delete, having regard to the fact that 
they appreciate we are running on a pretty tight 
schedule, 

THE CHAIRMAN: Well, I would like to make 
it clear that whatever is not read, Mr. White, will, 
in any event, go into the record, taken as read, 

MR, WHITE: Thank you, Mr. Chairman, 

THE CHAIRMAN: But the decision lies with 
you as to which parts you wish to take as read and 
which parts you would like to read. 

MR, WHITE: We shall do the best we can. 
I hope there will be no confusion and lack of co- 
hesiveness in our presentation. However, we will 


try to do what we can to minimize the suffering here. 
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In addition to the gentlemen I mentioned 
yesterday, Mr. Jackson has joined the group behind 
me on my extreme left. Perhaps a change of voice 
would be a good thing, and Mr. Twaits will pick up 
at this point with Section II, 

MR, TWAITS: This is Section II, page 1, 
entitled "Crude O11 Producing System, Capacity and 
Economic Aspects", 

Summary: Throughout the Calgary hearings, 
frequent reference has been made to allowables,the 
effect of prorationing, producing potential versus 
actual production and rate of development, All of 
these have been discussed as separate items without 
placing them in proper perspective to the whole 
producing operation. The Commission has subsequently 
asked for further clarification on these points, 
from all of which it would seem that the mechanics 
of the producing industry are not fully understood. 
It is Imperial's opinion that these mechanics are of 
vital importance to the problems under consideration 
before the Commission, particularly in respect to 
markets. 

Accordingly, we have found it necessary to 
prepare a somewhat detailed description of the present 
producing system and its evolution based on three 
principal factors: (a) the land tenure system, (b) good 


conservation practice, and (c) provincial government 


land policy. These are contained in Monographs 1 and @ 
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attached. Monograph 3 gives some further information 

on producing economics in response to the Commission's 

questions, 

We believe these monographs will answer many 
of the questions raised by the Commission. The sig- 
nificant points developed therein might be summari- 
zed under the following division: 

ie Prorationing: 

(a) Under our land tenure system with multiple 
mineral ownership in a pool, prorationing has 
evolved as the most practical mechanism to 
protect conservation and correlative right when 
supply exceeds demand. It is not a perfect 
mechanism and some of its side effects give rise 
to other problems. 

(bd) Prorationing limits the flexibility of indivi- 
dual producers to find outlet for crude oil 
because the individual, that is the individual 
producer, cannot meet price competition in terms 
of his own economics. Since all producers 
participate in outlet, the economics are limited 
by the marginal producer. By corollary, pro- 
rationing has the effect of protecting, and even 
encouraging the marginal producer, 

(c) The competitive limitation imposed by proration- 
ing could be alleviated by resorting to a system 
under which pools with high producing capacity 


are permitted selectively to take on extra 
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cece 6982 
markets at some form of competitive discount, 
if necessary. This, of course, could have 
serious political aspects, but cannot be ex- 
cluded entirely from consideration. 

IT... Development: Pace: 
Multiple mineral ownership and the resulting 
rateable take system, together with Crown land 
policy, forces the pace of oil development 
with little flexibility to meet demand variations, 
In order to offset drainage, the producer must 
drill development wells and add to producing 
capacity regardless of demand; on the other hand, 
the concession type operator in foreign areas 
Grills wells as required by demand. 
The discoverer of an oil pool on Crown land can 
lease only up to 50 per cent, the remainder being 
disposed of to purchasers by sealed bid. This 
policy, coupled with prorationing, means that 
any purchaser, even one previously unconnected 
with the industry, can buy oil production and 
automatically participate in market outlet 
provided by the investments already made by others, 
The principle of the economic allowable guarantees 
a floor production rate or minimum volume to any | 
producer. The guaranteed floor production may 
form the basis for financing the purchase of 
proven reserves, thereby introducing an element 


of rigidity in producing economics, At the same 
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time, since the economic allowable bears no rela- 
tion to ability to produce, wells with high 
producing potential must bear the brunt of 
proration when demand falls short of supply. 
Today the economic allowable per well would seem 
to be high since it accounts for almost all of 
the market demand and ability to produce has 

lost significance, For example, as mentioned 
yesterday, Imperial's Golden Spike field with 

a pool M.E.R. of 45,000 b/d is currently at an 
economic allowable of 340 b/d. 

The unequal distribution of shut-in capacity and 
the effects of the high economic allowable were 
referred to in our previous submission in which 
we indicated that 95 per cent of shut-in capacity 
was owned by 23 of some 220 oil companies 
operating in western Canada. 

III. Ratio of Production to Producibility: 
Because the factors forcing rate of development 
of proved reserves are so different for various 
oil-producing countries, the ratio of production 
to developed producing potential is nota 
satisfactory yardstick to measure the comparative 
status of producing rates. A more significant 
comparison is the ratio of remaining reserves 
to production rate, and in this comparison 
the withdrawal rate in Canada is second only 


to the U.S. among major producing countries. 
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This is illustrated by the following table: 


RELATIONSHIP OF REMAINING RESERVES TO ANNUAL PRODUCTION 
VARIOUS COUNTRIES 


Annual Remaining* 
Production Reserves Ratio 
Country (MM Bbls. ) 
Canada (1) US ers 22/50 Bbsyas eer aL 
US sae (2) 2,551.8 30 , 434.6 hig eke inet yp k 
Venezuela (2) 1,040.6 15 ,890 Wispec ico d! 
Middle East (3) 1,286.6 154,416 120,077 2 


(1) Imperial Oil Limited submission to Borden 
Commission 


(2) World O11, Feb. 15, 1958 
(3) World Petroleum, Jan. 1958 


* Assumed to be remaining in all cases 


(bo) The western Canadian system tends to result in 
maximum development of producing potential in 


relation to reserves at all times. Under these 


circumstances, it appears that a high ratio of 
producibility to production is characteristic 

of the system and can be expected to repeat at 
any level of production. That might be expressed 
another way -- at a low ratio of production to 


producibility. 


IV. Economics: 
(a) Imperial's original submission estimated that the 
producing industry “on average" was earning a 
return of 7 - 12 per cent. Considering price 


reductions, it is still Imperial's view that on 


== average the industry cannot expose itself to 
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higher transportation costs and more remote 
markets which might result in a permanently 
lower price structure at wellhead. 

Averages do not tell the story because they 
reflect a combination of marginal and flush 
production . Taking specific examples, the 
purchaser of oil in the ground will consider 
the price per barrel and the economic allowable 
under the prorated market to reach a specific 
decision, However, the explorer, carrying on 
large-scale exploration, and who is chiefly 
responsible for opening up new oil areas, must 
take a longer-term view. In the case of the 
latter, the cost of oil finding cannot be known 
for a number of years. 

While the industry in western Canada is still 
operating at a cash deficit, the gap can be 
expected to close within the next few years, 
even without new markets for oil. Under these 
circumstances, it would seem that exploration 
activity may be maintained at approximately 


present levels. 
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MR. MacKENZIE: Business Systems under 
which oil is produced: Throughout the Calgary 
hearings, Commission counsel implied that a problem 
existed where there was crude oil prorationing 
(as in the Province of Alberta and in the State 
of Texas) and the prorated crude was in competition 
with various world-wide crude sources. also, on 
several occasions, references were made to other 
producing areas of the world (exclusive of the 
North American continent) where production is not 
prorated and is not produced rateably. From this 
cross-examination it developed that there are 
two basic business systems in the world-wide 
producing industry, the concession system in 
foreign areas and the North American system of 
rateable take. 

Several industry witnesses agreed that 
the North American system did have an inherent 
disadvantage in the marketing of crude oil, 
particularly in periods of substantial over-supply. 
The point was made that specific sales arrange- 
ments with refineries were burdened by the 
necessity of including crude oil which had to be 
purchased from various other producers by the 
producer making the sale. Thus the incentive 
to find additional markets was greatly diminished. 
One might conclude that if the North american 


system has such a fault, remedial measures should 
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be sought. However, before such a conclusion 


is hurriedly reached, the evolution of both 


Systems must be carefully examined in the light 


of other factors fundamental to the oil-producing 


business 


business 


of crude 


1) 


2) 


In any examination cr the oil-producing 
System, three factors govern the actions 
producers worldwide - - these are 
Petroleum is a fugacious of migratory 
mineral. 

The operator has only a lease on the 
minerals and very seldom owns them out- 
gaWeal gv 

The various governments having jurisdic- 
tion insist on conservation and pre- 
vention of waste of a vital energy 


BES OuUrece,. 


Dealing with these in more detail: 


i, Ppugacious ‘Minerals: 


Because petroleum is a fugacious mineral, 


two tacts Stand out: 


(a) 


Generally, crude petroleum is volatile 


and evaporates when brought to the surface, so 


that 


, in a broad sense, it may be said that it 


cannot be physically or economically stored in 


tanks on the surface for any protracted period. 


The only efficient storage is underground at 


reservoir pressure. 
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(0) When a well is produced from a petroleum 
reservoir, certain important natural phenomena 
take place. 
i) The pressure is lowered in the vicinity 
of the well bore which results in a flow of 
oil to the well from the surrounding area 
of higher pressure, hence the term 
"fugacious". 
ii) As oil is produced from the reservoir, 
it is displaced by water inflow or ex- 
panding gas or both. The expansion of 
these fluids provides the reservoir 
energy necessary to move the oil to the 
well bore, The efficiency of recovery 
is therefore a function of the flushing 
efficiency of the displacing fluids. sive) 
| achieve maximum recovery, the displacement 
must be engineered - - it cannot be left 
to echanee and it is accomplished, in 
practice, by controlling the production 
rate of each well forming part of the total 
reservoir outlet. in ract, une serenes. oF 
petroleum engineering is founded on an 
understanding of the function of displace- 
ment of oil from its reservoir and the 
| desire to achieve maximum recovery there- 
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2. Lessee/Lessor Obligations: 

The oil and gas lease has many provisions 
that are peculiar to the industry, but essentially 
it is a basic instrument in which the owner leases 
his property to the tenant for a consideration for 
a specified period of time and the tenant agrees 
to look after the owner's property. In the North 
American system, where often there are many leases 
ay an "oll pool, the "drilve payeor quit” pro= 
vision may force drilling even in times of over- 
supply, whereas in the concession system where one 
Ved sosmayieOver van entire oll fileldy drppiming In 
tames' “of “over—supply is not usually required, 
Hence, while the fundamental relationship of the 
tenant to the owner is the same in each systen, 
the obligations of the tenant are importantly 
different. 

3. Conservation: 

OMe ‘and gas’ are sources: of energy, “and: (burs 
an accepted principle that energy should not be 
wasted if it can be reasonably and economically 
conserved. In most producing areas of the world, 
oil production rates are controlled either by 
regulation or by voluntary good engineering practice 
in order to obtain maximum recovery from the re- 
servoirs. In addition, the value of assisting 
recovery by pressure maintenance projects involving 


injection of gas or of water into the reservoir is 
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widely recognized, and such operations are now 
relatively commonplace worldwide. 

Pressure maintenance measures must be 
applied to the entire reservoir, They cannot be 
confined within lease boundaries and since oil 
migrates underground due to pressure differences, 
questions of equity arise in these operations. 

The magnitude of the equity problem depends 

largely on the type of reservoir and the number of 
mineral titles and working interest owners in- 
volved. Thus, while the engineering considerations 
in achieving maximum recovery can be solved 
analytically, the problems of organization of 

owners in the North American system are immense. 

On the other hand in the concession system the 
number of owners is limited and the problems of 


organizing pressure maintenance are usually minor. 


In any quick assessment of the Western 
Canada industry, one is inclined to view the 
provineial government as being the dominant owner 
of mineral rights, which, of course, is true. 
However, there are a large number of freehold 
owners holding about 25% of acreage as illustrated 


in the table below: 


Crown Freehold 

(acres ) 
Alberta 139, 330,506 16,000, 000 
Saskatchewan 80,193,922 22,468,478 
Manitoba ets 132,208 19,691,472 
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It will be noted that in all Western 
Canada there is approximately 246,000 Crown acres 
and 58 million freehold acres. Since the average 
Size of a freehold lease in Western Canada is 
about 280 acres, there are therefore in excess of 
200,000 freehold tracts. Since these are inter- 
spersed across the southern half of the sedimen- 
tary basin, the diversity of mineral title owner- 
ship becomes evident. Tnvaddst ion; i ti1saithe 
policy of the Crown to lease in larger but still 
relatively small tracts, causing a similar di- 
versity in Crown lease ownership. 

Thus, to make the North ».merican system 
parallel the concession system, the basic land 
tenure system would have to be changed so that, 
in some form or to some degree, the rights of many 
individual mineral owners would have to be abrogated. 
As well, the Provincial government's leasing 
policy would have to be changed to one of granting 
larger lease blocks. Essentially, the concession 
system is one designed for business on a large 
scale whereas the North America system evolved 
from free enterprise on any scale. 

The Problem Restated: Historically most 
oil fields in North American have been comprised 
of many working interest owners and many mineral 
title owners. Each working interest owner was 


obligated to look after his lessor's interests, 
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A number of years ago each operator produced his 
wells according to his ability to find markets 

for his own oil; unequal reservoir withdrawals 
resulted, causing pressure variations which re- 
sulted in subsurface drainage toward those wells 
producing the largest quantities. This disturbed 
equities, Also, the unequal withdrawal rate 
caused an uneven advancement of the displacing 
fluids, trapping oil behind the displacement front 
which resulted in underground waste and lower recoverieb. 
Industry and government had to solve a serious 
problem of conservation. 

A Solution: In most regions, regulatory bodies 
were set up to ensure conservation of this vital 
energy resource, As matters stand today, the limit 
of the industry's and government's ingenuity in 
solving this extremely difficult problem has been 

to modify the law of capture by regulation, or 
expressed in another way, to adopt the principle 
of rateable take within a pool. Essentially, 
rateable take means uniformly restricting the pro- 
duction rate of the individual wells in a pool to 
a level not higher than that which will ensure 
maximum recovery from the reservoir. This rate 
is based on the physical characteristics of each 
RESOr VOL . 

Where an area has developed producibility 
in excess of market demand, where there are a 


number of pools, where there are several purchasers 
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of crude oil and where there are many operators 
and many mineral owners, proration often becomes 
necessary to enforce rateable taking. Thus, 
proration stems from rateable take, LG, Uswoniy: 
when the market demand for crude oil falls below 
the aggregate maximum efficient producing rate 
that it becomes necessary to prorate production 
to market demand, 

The North smerican system of "rateable 
take'' has been evolving over a period of many 
years and any assessment of the system should 
consider the results to date in light of the 
fundamental factors which govern oil production. 

iy The system, by assuring each operator in 
a pool a market for his production often results 
in development far in advance of market needs, 
Excess producibility is normal under this system, 
Actually, the drilling obligations attendant on 
the North american leasing system are largely 
responsible for excess drilling. Prorationing 
facilitates an operator making the decision to 
drill because he knows that some of his wells! 
production will find an immediate market. 

2) The system does not put equal pressure 
on all producers to develop new markets for crude. 
Many ride on the backs of the few who develop out- 
beats for; crude; In the concession system, each 


producer must find markets for his own erude. 
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3) The system tends to protect the marginal 
producing property at the expense of the more pro- 
lific wells, Under certain circumstances, the 
system not only protects but it encourages the 
development of near marginal properties, The end 
result is a substantial volume of "protected" high- 
cost production being produced and prolific low- 
cost properties are produced at severely restricted 
rates. During periods of intense competition and 
surplus supply, such circumstances severely handi- 
cap the competitive position of the industry. 


4) The system allows the adoption of sound 


conservation measures even under a most complex 
land tenure system. 

5) The system has developed an energy source 
which is a tremendous asset to the nation as a 
whole at a pace which could not otherwise have been 
achieved. (This is a corollary to 1 and 3). 

6) The system prevents the premature aban- 
donment of wells which are only partially depleted. 
(This is also a corollary of 3). 

ie) The system fosters a diverse industry and 
makes practical the development of privately owned 
fugacious minerals. 

The table of drilling footages shown below 
demonstrates the result of pressures for develop- 
ment drilling under the North American system and 
indicates the wide disparity of footage drilled 


between North American and other oil-producing 
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countries or areas, 


Total Footage Drilled by Years 
Selected Free World Producing Areas (source-World Oil) 
(Figures represent thousands of feet) 


Total Total 
South Middle 


Year Canada U.S.A. Venezuela America East _ 
1947 Di lt oe 4,161 Cyl 5d 238 
1948 2,226 135,099 4, 349 by (oee a 363 
1949 3,741 139, 063 SSL, 5,404 479 
1950 4,629 159,972 2,229 Baila a. wine 
1951 Dolo tue. 5,433 7,019 494 
1952 847719184, 132 7,228 Carck 35 
1953 9,801 198,432 6,019 TOP 0D4. CGRP 
1954 9,356 209,450 6,026 9,971 433 
£955 125569 22205550 6,542 1P600- 7-543 
1956 15530 255, O36 D392 15,040 978 


THE CHAIRMAN: Can you tell me what the 
significance of that table just referred to is? 

Is it not a fact that you get oil at a much shal- 
lower depth in the Middle East than in various 
other countries? Does that total of footage --- 

MR. MacKENZ IE: That really has no 
significance. Many Middle East wells are of the 
order of 5,000, 6,000 or 7,000 feet, In Maracaibo, in 
Venezuela, the depths will also be in the 7,000 
and 8,000 feet range, as they are in Western 


Canada. 
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THE CHAIRMAN: What about the flow? 
MR. MackENZIE: So that the total 


drilling footage, which is all that that table 
tabulates, merely indicates that a tremendous 
number of wells, that an awful lot of 6 aah 8 on dig Vexhs 
in other words, was done in Canada in comparison 
with all of South America and the Middle East. 
Of course, the producing capacity, you will remem- 
ber, is very much less in Canada in comparison 
with the Middle East and Venezucla,. So clearly 
very much fewer wells produce more oil in those 
areas of the Middle East and Venezuela in com- 
parison with Canada and the United States. 

THE CHAIRMAN: So in looking at that 
table won't you have to take that factor into 
account? 

MR. WHITE: There are other factors, 
such as you have mentioned. Without making 
this an absolute demonstration, except that there 
is a lot of drilling in the North American Conti- 
nent, it is significant that the footage in Canada 
and the footage in South America are about identi- 
Co. 

MR, COMMISSIONER LADNER: Would not the 
relationship of the footage and the number of wells 
producing be information that would be indicative, 
that would have meaning? 


THE CHAIRMAN: You mean the number of 


dry wells? 
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MR. WHITE: There are two factors here. 
The purpose of the table is merely to show that many 
more wells must be drilled in the North American 
system, As Mr. Borden has correctly mentioned, 
you get ten times the prédwetionurron one number 
of wells than from one-tenth the number of wells. 
To that extent the table is a little misleading, 
but, bearing that in mind, it is a demonstration 
that there is a great deal more drilling being done 
in North America under this system and under the 
geological conditions obtaining here. I do not 
think it is meant to prove anything except to indi- 
cate the trend and illustrate the drilling pressure 
that you have in this country. 

MR. TWAITS: Monograph II. Part I - 
Development Pace. 
Evidence given in the Calgary hearing 
showed that the western Canadian producing industry 
has developed production far in excess of immediate 


market requirements. The point has been made that 


this over-development is an inherent characteristic 
of the North American system. However, some of 
the specific factors might be examined to see Lae 


any retrospective view would be of assistance in 


future policy. In our view, fouritems merit 
discussion. 
(a) Basic Oil and Gas Lease: The leases 


in use by the provincial governments, the 
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mineral-owning companies, the operating companies, 
and the individual owners of mineral rights, all 
have an offset drilling clause, which provides 
that if production is obtained from the adjoining 
property, a well shall be drilled within a speci- 
fied period, usually 60 to 180 days, varying with 
the lease. This, of course, is designed to pro- 
tect the property from drainage. In the pro- 
vincial government leases (and a few freehold 
leases) it is also common to have a continuous 
drilling clause in addition to the offset clause. 

The theory behind the continuous 
drilling clause is that Crown leases are sometimes 
granted which are four to tenfold greater in areal 
extent than most freehold tracts. The offset 
clause would require operators to drill along the 
periphery of the large lease, but would not force 
development in the centre. Thus, the continuous 
drilling clause really becomes a density drilling 
requirement, so that the Crown is ensured that 
its properties are drilled in the same Seaneni ten 
as the neighbouring tracts. 

The continuous drilling, or density 
drilling clauses have been enforced but not always 
Pieidia. On the other hand, all mineral owners 
have insisted on discharge of the offset drilling 
obligation (or, alternatively, compensation or 


surrender of the lease). There are tens of 
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thousands of such instruments in force today in 

western Canada; there is no practical possibility 

of changing this latter factor, which so material- 

ly forces rapid development. 

(b) Allocation of Production: Production 

allocation in the province of Alberta can be divided 

into two parts: 

(1) Minimum well allowances which can be 

considered as the granting of a floor 
allowable -- it is called an "economic 


ailowance” . The administration of 


this allocation has changed and is in the 
process of change. The production so 
allocated (plus a limited amount of 


older production such as from Turner 


Valley) is granted before any prorated 
allowance. 

(2) Prorated allowances which can be con- 
sidered as an increment of production 


granted on the ability to produce. 


The administration of this phase is 


also undergoing some change. 


Considering first the prorated allowances, we 

have a further subdivision of the influencing 

factors -- there are four points: 

(i) "Drill or be backed out by competitors." 
Because the total market is prorated among 


the wells of the province, any new well 
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successfully completed will reduce the 
share of the market assigned to all exist- 
ing wells. Thus, an operator who has a 
limited amount of production, but who has 
proven and undeveloped properties, has a 
real incentive to drill and develop and 
improve his market share. On the other 
side of the coin, we have the strange 
anomaly of the operator who has a substan- 
tial number of productive wells continuing 
to develop in order to minimize his market 
share losses. Hence, the expression 
"develop or be backed out.” 

| (44) "Development factor." Under the present 

| Alberta procedure, some of the oil to be 

| prorated is influenced by an arbitrary 
development factor which is incorporated 
into the MPR formula. The theory behind 
the development factor has been that during 
the early stages of development of a reser- 
voir, the existing wells can produce greater 
amounts of oil without exceeding the maximum 
efficient rate of the reservoir than in the 
late stages when a reservoir is more fully 
developed and more wells are sharing in the 
production, Until April 30, 1958, the 
maximum development factor was 2.5; in 


other words an average Pembina well in 


: andor Iu it eseendiieds ae rr suit 


r 


€ etn ,veterege ty, becom ots 8 

bas gofevah Sig Llp es wt 
| ‘ te, eet : eee 
I readQ Sao 0 e7eo2 TaTeH pale: i 
F gaueTis Sai svat en ~6heo- va.30 ee 
Bie _ a? 


q _Shtgdua, 5 240, cr soamenge, oid Sens 
‘ 5 ‘ : o pe: 


ot 


Brie Legns . e Lisw avi soubor: “8 * da oD . 

\" fextan Bh2,9 54m Leki OF Tahoe x ‘qatsvenio 
awe bias qK9 St .eOSReE : pane: xl, 
- "310 bexoad od id ate 
Teeasig sus ous 12) “ atest teangptaved" { a) ‘| 

ier Sea es nek 19 Shae. erwbagerd, aavedLa) | 


franc tetsé fm woot Sona Las 24 beastorg: ‘ 


bayaroqiuort af. dotdw tedeet iveago teres 
bused yeodsi?: oat: Sica AWM esd odret:) . a 


nih tet coed aed, TOtpet- in smqo Lavah exis 


oleveb io aeaéte gingecerkes: (im 


netearty:. ¢ aubowy so, ai ta~ wate tystixee arid: bow : 
aim Lys mM eric. gnfheaoxe J omtiw [ho 161: eiiNOMs,- 
site th con: shovissey S03. Te te trator ie . 
Vitwt stom at. 1 oo tapet 5 s neae. sagsis, eget 

: 
oid Ni, Ao iieds 2 ote, SILO : STL iM bir. begotevet 
DT ys OAs OF SAGA Thdathe : 


5 aor ean ; 
epegoee, ol 


“i nh :&S ace hy Digi 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO a OO1 


November 1955 received a basic MPR of 76 
barrels per day which, when multiplied by 
2.5, gave a final MPR of 190 barrels per day 
which.which continued until 40 per cent of 
the estimated ultimate number of development 
wells are drilled. As development pro- 
ceeds, this factor is gradually reduced 

tO unity. In reality, this was a straight 
discovery bonus and resulted in tremendous 
pressure on an operator holding undeveloped 
properties in the early stages of any pool's 
itfe to drill rapidly, in order to capita- 
lize on the temporarily enlarged MPR. 

(111) "Development factor elimination." The 
Alberta authorities concluded in January, 
1957, as follows: "If the bonus concept 
is removed from considerations of the 
development factor, then it appears to 
the Board that the preponderance of well 
supported opinion expressed at the hear- 
ings favours elimination of the development 
factor over a transition period," The 


elimination schedule is as follows: 
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Maximum 
Period Development Factor 
_ to April 30,1958 2.5 
May 1,1953 to April 30,1959 TS 
May 1,1959 and thereafter Eliminated 


While the development factor has virtually 
no impact on development pace today, and 
will be eliminated in the future, its 
influence two to three years ago (par- 
ticularly in the early stages of large 
Pembina programs) was very considerable. 
(vi “Potal ability vs. residual ability.” 
The Alberta Conservation Board's present 
administrative procedure provides that 
the market demand is determined each month 
from refiners! nominations, the sum of all 
economic allowance oil and non-proratable 
oil is next determined and subtracted 
from the nominations leaving a residual 
amount to be prorated among the proratable 
wells. The ratio this proratable amount 
bears to the total potential of the pro- 
ratable wells is the so-called proration 
factor which is applied to the MPR of each 
proratable woll. Under the present system 
this igs handled as follows, assuming a 


proration factor of Q.2: 
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Well A Well B 


MPR 100 50 
Economic Allowance 4O 4O 
Proration Factor Ove One 
Proratable Allocation wee B20 


Allowable 60 50 
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It can be seen that prorating the total MPR 
(including the economic allowance portion) results 
in Well B being allowed to produce 100 per cent of 
its MPR whereas Well A is only allowed to produce 
60 per cent of its MPR. The present system, therefore 
weights in favour of the poorer wells -- hence, 
the important factor in this system is the number of 
wells operated as opposed to ability to produce. 

Commencing in 19600, the system will be changed 
to prorate only on the residual portion of the MPR 
(excluding the economic allowable) as follows: In 
this method the residual amount to be prorated will 
be determined according to the residual potential 
of the proratable wells which results in a higher 


proration factor, say 0.4. 


Well A Well B 
MPR L100 50 
Economic Allowance 4O 40 
Residual MPR 60 10 
Proration Factor 0.4 0.4 
Residual f&mount 2 4 
Allowable 64 Yd 


This new system will therefore tend to 
give greater recognition to the ability to produce 
and reserves than does the present system. While 
under today's conditions the total prorated allowances 
are very small volumes, and therefore this basic chang 
would have only slight influence, it may be of 


considerable importance in the future, 
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Having discussed the prorated allowances, 
it is now in order to consider the minimum well 
allowances, Here too, there are subdivisions of 
this aspect. However, there is an important 
inter-relationship between the prorated allowances 
and the minimum allowances which is best illustrated 
by Figure I which shows light crude production in 
western Canada divided as follows: 

--production from Saskatchewan, Manitoba, B.C. and 
the Northwest Territories 
--prorated production from Alberta 
--production from minimum well allowances (i.e., economic 
allowances and non-prorated older production, e.g., 
Turner Valley) in Alberta. 
The striking trend is the rapid growth 


of the minimum well allowance volume from a total of 


about 150,000 b/d at the beginning of 1955 to about 
265,000 b/d*at the “endof 1957.) "This extremely 


rapid growth had a preferential position and the 


prorated oil was greatly reduced, as can be seen from 
the Chart. 

Actually, when prorating becomes necessary 
to ensure rateable take, the simplest and most 
logical method would be to apply a percentage to the 
MPR's of the various wells in the same ratio that 
market demand bears to potential. Such a method 
would weigh in favour of the ability to produce and 


the extent of reserves which does not seem unreasonable, 
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However, the desire on the part of conservation 
authorities to prevent premature abandonment of 
marginal producers and the desire by a segment of 


industry to have an artificial floor allowable for 
each well, has led authorities to establish an 
economic allowance based on depth, This brings us 


to the point of discussing the subdivisions of the 


influencing factors that stem from administration 

of the concept of a "floor" or a "minimum" or an 

"economic allowance:" 

(i) & (44) The Alberta Conservation Board has 
defined the economic allowance as an increment 
of production for each well which "should afford 


a prudent operator the opportunity to meet his 


operating costs and to recover both his drilling 
and completion costs in a reasonable period of 
time." 

Thus the economic allowance is by definition 


an incentive to drill development oil wells. 


Further, an economic allowance of this pied 
magnitude facilitates borrowing for development 
drilling, and the resultant financing places 
further emphasis on early development of 
productive properties. 

The Alberta system is actually comprised 
of an "initial economic allowance" designed 
to accomplish their defined objective and 


granted for seven full years after discovery. 
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After expiry of the initial period and not before 
1962, an operating allowance is granted, 


The initial scale is related to depth as 


follows: 
C2) (11) 
Depth Eee > aca le Post 5/7 Scale 
Excerpts only 

B/D 
36500 38 30 
4000 39 de 
5050 4} 38 
5050 Ay AS 
7050 AT De 
38100 50 62 
9050 oS 72 
10000 84 


While today the Post 57 scale (11) is in use, 
the earlier Pre 57 scale (i) had important 
implications inthe past. In September 1957 


the Alberta Conservation Board announced the 


Post 57 scale to be effective January 1, 1958. 
Tnis new scale reduced allowances for the 
shallow wells and increased the allowances for 
the deeper wells. Because of the preponderance 
of relatively shallow production, this change 


had an immediate effect on the total volume 


of oil granted for minimum well allowances. 
This appears as a levelling off in 1958 of 
the bottom segment in Figure I, 

OPYa) Operating Economic Allowance -- In 1962, 
in those pools declared fields by the Alberta 


Conservation Board before 1955, the initial 
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economic allowance will revert to an operating 
economic allowance and each year thereafter 
certain fields will drop to the operating scale. 
This will have the effect of reducing the total 
amount of economic allowance oil in 1902 by 
about 20 per cent. ‘Excerpts from the published 


operating scale are shown below: 


Depth Interval Bbls/Day 
4 300 25 
5,400 23 
6 ,400 31 
7,300 34 
3,100 SE 

3.0),100 Ys 

LEGL50 3) 

15,000 ie 


Thus looking to the future, we can see a "plateau" 
in 1958 for the total volume of oil allocated to 


minimum allowances, a resumption of the upward trend, 


1959 through 1961 and a decline in 1902. 


Viewing all matters pertaining to allocated 


production, it would appear that: 
(1) Floor, or minimum well allowances have been 
relatively high. Despite recent modifying 


procedural changes these preferential floor 


allocations will continue to be of sufficient 
magnitude to constitute an incentive to drill 
in themselves. 

(2) Ability to produce and/or unit volumes of 
reserve receive limited recongition in the 
total allocation because of the magnitude of the 


floor or minimum allocations. 
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As a consequence of (1) and (2), number of 

wells has become the important factor in an 
operator's income -- more so than ability to 
produce or reserves, The industry then has about 
as much incentive to drill low reserve wells 

as a high reserve well. 

Between 1960 and 1962 procedural changes will 
result in allocations that give somewhat more 
weight to ability to produce and this may 

result in some reduction of the existing in- 
centive that industry has to develop properties that 
are only slightly better than marginally economic, 
Crown Reserves: Production from Alberta 

Crown Reserves that have been sold aS proven or 
semi-proven properties is now a substantial factor 
in the total producibility of the province and 
western Canada. The situation as of December 31, 


1957 is estimated below: 


From all Crown Reserve Parcels Bbls/Day % of Total 


Alberta _ 
Economic Allowance 56,189 20.3 
Total Production 58 ,039 20.1 
Potential (Estimated) 128 ,447 16,2 
Shut-in Capacity (Estimated) 70,408 13.9 


(d) 


The frequency of Crown Sales is a policy matter 
that lies almost entirely with the provincial 
governments. 

Well Spacing: In the provinces of Alberta and 
Saskatchewan, regulations provide that crude oil 


wells should be spaced one to 40 acres with the 
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provision that changes in spacing requirements 
can be made after application to the relevant 
conservation authorities. After July 1, 1957 
the province of ‘lberta provided that the 
initial spacing pattern should be one to 80 
acres, west of the 5th Meridian. In the last 
two or three years, many applications have been 


heard by both the Alberta Board and the Saskat- 


chewan Board for 30-acre spacing and 160-acre 
spacing. (In a few instances, 320-acre spacing). 
Generally, both Boards have concurred with the 
wider spacing applications. This trend to wider 
spacing has been a progressive step; without 


it, the serious over-supply situation that 


exists today would be even worse. 


CONCLUSIONS ON FACTORS INFLUENCING PACE, 


To assist in a review of the preceding discussion, 


Figure II has been drawn to show the relationship 

of the various factors and their subdivisions into 

specific items. The conclusions can be stated in the 

order that they are listed on Figure II. 

(1) The frequency of Crown sales and the enforcement 
of density drilling obligations unquestionably 
have influenced the pace of development drilling 
and will continue to be important factors in 
Cie Lucure, 

(2) The offset drilling obligations and the "drill 
or be backed out" situation is an inherent charac- 


teristic of the system. It could only be changed 
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or modified by a basic change in the land 
tenure system. Such a change, if not turese 
Siole. -is, certainly most ditficultaot sachiewe— 
ment. 

(3) Provincial Conservation Board administrations 
have adopted a concept of wide spacing which 
has been a most important and progressive 
development. It is conceivable that had they 
chosen otherwise, today's difficult situation 
would be worse, if not chaotic. 

The allocation of production has been based on the 
principle of granting preferential minimum or floor 
allocations of oil to every well in the province 
of Alberta. Viewed in retrospect this floor has been 
high and has been an important influence in 
stimulating development drilling on properties that 
have rather low units of reserves. The unfortunate 
direction of this peculiar incentive has been given 
some recognition in recent procedural changes. It 

can be contended that more drastic measures should be 

adopted -- in most other industries in times of over- 

supply simple laws of economics prevail, so that the 
incentives to develop relatively high cost properties 
disappear, 

PART II - RATIO OF PRODUCTION TO PRODUCI- 

BILITY. The Commission counsel, in Calgary, asked 

several witnesses for information on the ratio of 


production to potential in other producing areas of 
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the world, possibly for purposes of comparison. We, 
therefore, feel it pertinent to make a few comments 
on the use of this ratio as a yardstick of the in- 
dustry's economic health, 

The ratio has limited value as a rough 
measure of industry's economic health, when one time 
period is being compared to another, and only in the 


specific area for which the comparison is being made, 
€.g., western Canada, It is not a suitable yardstick 
with which to compare different producing areas of the 
world, 

In May 1958, the Texas Railroad Commission 
estimated the scheduled allowable for the state as 
follows: 

T.R.C, scheduled maximum efficient 

rate of production 6,235,000 bpd 
made up of - 
100 per cent exempt wells 1,105,847 
proratable wells See AS ate 
The above is, in effect, the potential for the state. 
T,R.C, calendar day allowable (estimated production) 
was 2,436,571 bpd which is 39 percentof the estimated 
potential. This compares with Alberta's estimated 
ratio for May of about 34 per cent, However, one 
should really deduct the volume of 100 per cent exempt 
production in each case. This is a sizeable amount in 
Texas, due to the large number of stripper wells and 
waterflood projects, while it is a small amount in 
Alberta since the fields are much younger. If this 


is done, the Texas ratio then becomes about 31 per cent 
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and Alberta becomes about 30 per cent. In addition, 
potential from unconnected wells may be included in the 
potential figures but not in the production figures whic 
gives a further error in the ratio. It is probably 
mere coincidence that the Texas and Alberta ratios 

are so close in May 1958, 

In the Middle East, using Kuwait as an 
example, wells are spaced one per 5,000 acres inthe 
Burgan field. In 1956, 200 wells produced at an 
average rate of 5,500 barrels per day per well or 
1,100,000 barrels per day for the pool, which is 
presumably all the production that could be sold from 
this field in 1956. It is not correct to say that 
Burgan produced at 100 per cent of potential in 
1956, With the extremely wide well spacing, it 
would have been relatively simple to drill more 
development wells in this field and perhaps achieve 
a potential that would be double or quadruple the 
1956 potential. In fact, by applying the Alberta 
MPR formula to this field, inclucing the development 
factor of 2.5, the MPR would calculate out to 
8,797,500 barrels per day for the pool. Production 
in this instance is theoretically 13 per cent of 
potential; in reality the percentage is meaningless. 

A large proportion of the increase in pro- 
ducibility of Slberta fields in recent years has 
been brought about by a re-interpretation of the 
maximum efficient rate for certain pools -- as 


production history is accumulated. The existence of 
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a previously unsuspected strong water drive or the 
establishment of some form of pressure maintenance, for 
example, will result in the authorities granting an 
increase in potential for a pool based upon satis- 
factory technical evidence being supplied them by the 
operators. In this way, increases in producibility 
are achieved purely by revisions in estimates (and 
decreases in producibility occur inthe same manner). 
Changes in preaucspiliey of this nature have an impor- 
tant effect on the production to potential ratio, but 
they do not stem from any current development activity. 
Thus, while some industries may have a good in- 
dicator of health in the ratio of production to capacity, 
no such yardstick exists in the oil producing industry. 
Carrying this discussion further, and with 
particular reference to Alberta, it has been pointed 
out that the Alberta proration formula, in its present 
form, works to the advantage of the marginal well 
and that the economic allowance purports to give 
every well a.sort of living wage. Therefore the 
excess producing potential is confined to the high 
reserve wells located in only a few pools which are con 
trolled, in the main, by a relatively few operators. 
For these reasons, while the production to potential 
ratio may be useful in relating the market demand 
to growth of potential over a period of time, it in 
no way accurately reflects the economic health of the 


industry. Furthermore, in comparing one producing 
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area in the world to another, the ratio has no 
quantitative value. Perhaps there is a qualitative 
conclusion to be reached from observance of the low 
ratios in Alberta and Texas; namely, that under the 
North American land tenure system, a sensible 
balance between supply and demand is extremely 
difficult under conservation requirements in periods 
of oversupply. Under the concession system balance 
and conservation can be achieved with relative ease. 

MONOGRAPH III. SOME FURTHER NOTES ON 
PRODUCING ECONOMICS, 

In the Calgary hearings, some cross-examina- 
tion was devoted to "break even" economics in the 
producing industry. On page 10 of the Imperial sub- 
mission, it was stated that "....on average the pro- 
ducing industry is earning a return of 7-le percent. 
This rate must be considered a modest return on 
risk capital and no more than sufficient to attract 
new money at normal success ratios." These statements 
were supported by details given in Table IV on page 60 
in Appendix "C" of the same submission. For 
illustrative purposes, the same calculations have been 
made using wellhead realizations 25 cents and 50 cents 
a barrel less than the average of $2.52 per barrel 
which prevailed when the earlier submission was 
prepared. (Actually the present average price is 


about $2.45 per barrel). The results were as follows: 
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Table I (a) 


25 cent per barrel reduction 


Future Present Worth @ 6% 


Worth Life of Well 
20 25 30 
Years Years Years 
Realization 2CeT nig 1.30 Be yar g 
Replacement 15.30 ete LeL© 1.06 
Margin before tax 97 rele) .26 oy 
Income Tax SBS. ks! a5 ,ie 
Margin after tax 6 7 spall On) 
Rate of Return Range 
(Investor's Method) -- 6 to 9% 
Table I (b) 


Future Present Worth @ 6% 


Worth Life of Well 

20 25 30 

Years Years Years 
Realization 2,02 Nye 8) nly geal 1.04 
Replacement 130 Pie LALO 1.06 
Margin before tax epee ao Pag ees 
Income tax .26 Bons ea] 08 
Margin after tax 46 05 08) S10) 


Rate of Return Range 
(Investor's Method) -- 4 to 7% 


It will be seen that the rate of return in some of 

the above cases is actually less than the normal 

borrowing rate and would not pay the interest costs 

for the small operator who normally uses debt financing. 
Once again, these economic calculations 

require considerable qualification, They stem from 

industry averages, and any industry average represents 

a wide variety of failures and successes. A wellhead 

price cut, to achieve an incremental volume addition, 


should not be judged entirely from overall averages. 
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As pointed out previously, incremental volume in- 
creases accrue to some companies and not to others. 
A price reduction could mean a direct loss to the 
producer who is already producing near his capacity. 
On the other hand,the operators of certain wells with 
low costs and high ability to produce can very well 
afford to make a wellhead price sacrifice to acquire 
an increase in market volume, 

It has been shown that, under the North 
American system, theexisting ratio of production to 
potential is not a good yardstick by which to measure 
the industry's economic health and its urge to con- 
tinue development. Competitive and other forces are 
at work creating development pressures even in 
periods of oversupply. The actions of the "industry" 
are merely the sum of the actions of its component 
operating companies and individuals. If we look at 
the position of one company with one decision to make 
perhaps we can get a better insight into just how the 
economics work to encourage development drilling even 
when markets are restricted. 

Consider a company that has an undeveloped 
1/4 section lease in the Pembina field. Assume 
that the company paid $200,000 for the lease at a 
Crown Sale and that it is expected to have primary 
reserves somewhere near the field average for the 


Cardium sand reservoir of 2,400 barrels per acre, 
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Using the current outlook for production 
from Pembina wells, the economics of the parcel 
(assuming the common 80-acre well spacing) would 
be about as follows: 

TABLE II 


Considering Not Considering* 
Acquisition Acquisition 


Investment Investment 

Initial cash outlay $365,000 $165,000 
Ultimate Net Profit after 

income tax $135, 000 $335,000 
Ratio of ultimate net profit 

to investment Oss EES S) 
Wears to pay out initial 

investment 10.3 2.8 
Rate of Return on Investment 

(By the Investor's Method ) 10% 37% 


* Assumed starting point since purchase money 
already paid out. 


In judging these economics, the operator 
probably has these points in mind: 


(1) Proration guarantees some share of the market. 
(2) In this particular case, the future overall 
market outlook is not too important. The 
Pembina wells will have ability to produce 
somewhat in excess of the economic allowance 
for about four or five years but paeeea then 
the economic allowance will be pretty close 
to the well capacity. 
Now because the economic estimates are not 
discouraging, he is almost certain to drill. In 
many cases, the prices paid to acquire leases have 


been much higher than the figure used in the example 
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and the total operation might show a loss. Even 
so, once the company holds the lease, the acquisi- 
tion cost is sunk money. The decision on develop- 
ment must rest on the economic justification of 

the development capital costs only; these remain 
unchanged as in the second column of figures in 
Table II and they provide ample incentive for 
Grilling. Existing ratios of production to po- 
tential play no part in the decision to drill. 

It is probable that a Texas operator 
judges undeveloped properties on almost the same 
basis as we have described for the Pembina opera- 
wor. The Middle East operator, on the other 
hand, would not drill the wells if he can produce 
his market requirements without them; he does not 
get a bigger share of the market by the simple 
virtue of having more wells. Thus, sin North 
America, the decision to develop is an individual 
well decision, whereas elsewhere in the world 
it is an "increment of supply" decision. 

It has been our conclusion that neither 
development nor short-term exploration are greatly 
affected by the production to potential ratio. 

The question of whether exploration will remain 
at a satisfactorily high level over the long-term 
future in the face of the present market outlook 
is also of very great importance. It has been 


pointed out in our brief that long-term exploration 
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is very largely a function of profit. incentive 
assuming that prospects and political climate 

are favourable. It was also stated that, in the 
long run, exploration must be financed to a great 
extent from retained earnings and/or equity funds 
as opposed to debt sources. With these points 
in mind and considering the histories of the 
petroleum producing industry's revenues and expen- 
ditures in the United States, we believe that 
industry activity remains at reasonably high levels 
and, in fact, tends to grow when its cash input 
and output are roughly in balance. 

While western Canada still shows a sub- 
stantial deficit on a year-to-year basis, the ratio 
of revenues to expenditures has been increasing 
steadily in recent years and there are indica- 
tions that this trend is increasing and that the 


gap will be closed completely towards 1960 


assuming 
(a) a levelling-off of exploration activity 
at the relatively high level of 1957. 
(b ) significant natural gas production 
(revenues reaching perhaps $100 
million per year) by 1961. 
(c) crude oil outlet similar to the Inter- 


mediate Case given on page 31 of 
Imperial's brief. 


Recasting the cash-in-cash-out study, 
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assuming 20 per cent decline in exploration ex- 
penditures, no change in the gas revenue éssump- 
tion above, and a crude oil outlet limited to 
the minimum case given on page 24 of our earlier 
brief, we see that the in-balance position is 
approached in 1960 also. 

Even if the industry tried to maintain 
the 1957 level of activity under the minimum 
crude oil market case mentioned above, an annual 
cash balance position could be reached in about 


five years. 


Further Aspects of Canadian Crude Oil 
Markets -- Summary, 
Supply and Demand Analysis: 
1. Eastern Canada has a somewhat complex supply 
system with a number of competitive elements. 
All these elements -- domestic crude, foreign 
crude, domestically refined products and im- 
ported products -- must be taken into account 
in considering the supply and demand pattern 
in projections in the future and the com- 
petitive potentials. 
2. Export markets: 
(a) It is not realistic to expect to secure 
both the Puget Sound and Montreal markets 
-» at least imvihe near future. 


(o) Large potential markets for Canadian crude 
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will exist in adjacent United States 

areas. 

3. Positive steps are required if Imperial's 
suggested "Intermediate Case" previously men- 
tioned is to be attained. 

Montreal Refiner's Position: 

1. If Canadian crude were to move to Montreal, 
the Montreal refiner would have to secure 
higher prices over the long run, 

(a) This would be necessary to cover the 
anticipated higher costs of Canadian 
erude toil. 

(b) Even today no adequate margin exists 
to absorb added crude costs from profit. 

2. For the Montreal refiner to cover the added 
cost through increased prices, he would need 
protection against other refineries in Montreal, 
refineries in the Maritimes and product im- 
porters. 

Controls: 

1. There are several types of controls which 
might be used to provide protection -- quotas, 
tariffs, subsidies or a combination. 

©, All of these devices limit or equalize com- 
petition. 

3, As a result, there is a tendency for one con- 

trol to lead to another and perhaps ultimately 


to reach a system of price control. 
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Pipe Line Guarantees: 

In the light of all these factors, it is hardly 
practicable for the Montreal refiners to guarantee 
a pipe line to Montreal. 

1. There is a basic economic disadvantage and a 
loss of flexibility in the face of probable 
adverse trends, 

2. There appears to be no reliable method of 
securing commercial assurance of a com- 
petitive price. 

3. the route of controls for protection, as, dis- 
cussed above, is objectionable: 

(a) because control begets control, 

(bo) no positive assurance can be given for 

an indefinite future. 

4. Despite the above serious objections, the 
refiners are being asked to provide an unusual- 
ly embracive guarantee to a pipe line. To 
complete the impracticability of this situa- 
tion, there is no potential advantage accru- 
ing to the refiner to justify the high degree 


of risk sustained. 


Further Aspects of Canadian Crude Oil 
Markets -- Discussion. 

On the general subject of markets for 
Canadian crude, the present submission provides 
supplementary information in an effort to deal 


with certain questions and areas of confusion. 
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(a) The first section presents data and charts 
which it is hoped will be helpful in more easily 
visualizing the flow of crude and products 
throughout Canada, starting with 1957 as a base 
year and dealing with projections for 1961 with 
and without a Montreal pipe line. 

(pb) With this background, the position of the 

Montreal refiner under the Montreal pipe line 

case is further developed, and 

(c) Possible governmental controls are discussed 
im the light of these logistics of supply to 
eastern Canada and the position of the Mon- 
Ereal refiner, 


(A) Distribution of Petroleum and Petroleum 
Products in Canada 1957. 


The distribution of petroleum and petro- 
leum products in Canada to meet demands follows 
a rather complicated but natural economic pattern. 
This pattern is never constant, since demands 
change not only in the rate of growth but also in 
the relationship of individual petroleum products. 
Too, areas of supply are constantly changing. 
We have witnessed a period of rapid refinery con- 
struction across Canada during the past ten years, 
associated with tremendous new producing and trans- 
portation facilities, which have greatly reduced 
the relative importance of imports of petroleum 


and petroleum products. 
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Thus, the Canadian oil industry is dynamic 
and constantly changing, We have prepared a chart 
(Chart #1) which illustrates graphically and 
statistically the demand for and the supply dis- 
tribution of petroleum and petroleum products in 
the various geographical areas of Canada during 
1957. The red arrows indicate crude movoments 
and the blue indicate product movements. Com- 
mencing on the west coast, the table Sees a 
total domestic demand in British Columbia of 
7, 00018/D. In addition, 5,000 B/D of products 
were exported, principally for the United States 
armed forces. This total demand was supplied 
by local refinery production of 61,000 B/D run- 
ning on Canadian crude, product imports of 14,000 
B/D from United States sources, and product 
transfers from Alberta of 7,000 B/D. Product 
imports from the United States consisted prin- 
cipally of middle distillates and heavy fuel 
required to balance demands which could not be 
met by local refinery production due to the 
natural product yield relationship in the crude 
run, Transfers from Alberta consisted of product 
movements which could be supplied more cheaply 
from refineries located there than from British 
Columbia refineries. The balance of supply com- 
prised 1,000 B/D of local natural gas liquids pro- 


duction. The chart shows an export of 94,000 B/D 
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of crude petroleum from British Columbia which 
moved from Alberta via Trans Mountain Pipe Line 
to refineries in the United States Puget Sound 


and (california ; 
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The prairite petroleum demand is shown as 
153,000 B/D, plus 56,000 B/D of crude petroleum ex- 
ports to the United States mid-west. The total was 

supplied locally by domestic production with the 
exception of 3,000 B/D of product imports from the 
United States. These imports consisted of aviation 
gasoline, not available on the prairies, and other 
products such as lubricants, additives and other 
materials not produced there. 

Moving to eastern Canada, the chart be- 
comes more complicated in view of the various supply 
lines which have been built to meet local demands, 

The Ontario demand in 1957 amounted to 
253,000 B/D and 2,000 B/D of various products expor- 
ted to the United States. This was supplied by 
local refinery production of 159,000 B/D, using 
135,000 B/D of Canadian crude (including 2,000 B/D 
from Ontario), 22,000 B/D of foreign crude, prin- 
cipally United States, and 2,000 B/D out of inven- 
Cory. In addition, 70,000 B/D of products were 
transferred from Quebec to Ontario largely via the 
Trans Northern Pipe Line and Great Lakes shipping; 
23,000 barrels per day of products were imported from 
the United States and Caribbean sources, comprised 
mainly of middle distillates, heavy fuel and other 
products such as lubricants, additives and other 
chemicals not available from Canadian sources. Final- 


ly, to complete the Ontario supply picture, refinery 
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of 1,000 B/D of natural gas liquids and 2,000 B/D 
of products withdrawn from inventories should be 
included, 

Petroleum demand in the Province of 
Quebec totalled 192,000 B/D in 1957. In addi- 
tion, Quebec refineries supplied 70,000 B/D of 
products for transfer to Ontario, noted previously, 
and 6,000 B/D for transfer to the Maritimes. Thus, 
the total demand amounted to 268,000 B/D. This 
was supplied entirely from foreign sources. Crude 
petroleum imports totalled 243,000 B/D, about 30 
per cent coming from Venezuela and the balance from 
the Middle East and United States. This was 
supplemented by products imports of 28,000 B/D, 
made up of aviation gasoline which is not avail- 
able from local production, minor volumes of 
motor gasoline and additives, but principclly 
middle distillates and heavy fuel required to 
balance refinery yields with domestic demand. 

These product imports move from the United States 
Gulf and Caribbean refineries. ite LOS a eo. 
B/D of products were added to inventories. 

The Maritimes are also dependent on 
foreign sources for their crude petroleum and 
product requirements. Their demand of 71,000 
B/D and 1,000 B/D for export to east coast 
United States military establishments were met 


by importing 41,000 B/D of crude from Venezuela 
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for local refinery running 6,000 B/D of product 
transfers from Quebec, and 26,000 B/D of product 
LMpOrGs, These product imports are similar in 
character to those in Quebec to the extent that 
they are of a kind not manufactured in Canada, are 
required by jobbers who are not refiners, or are 
required to balance refinery yields to meet local 
demand. Of the total supply, 1,000 B/D was 
added to inventories during 1957. 

The summary for Canada as a whole thus 
shows a total domestic demand for crude petroleum 
and products of 747,000 B/D and exports of 158,000 
B/D Curing 2O5/. This was supplied by Canadian 
erude production of 498,000 B/D, natural gas 
liquids and other materials of 9,000 B/D, crude 
imports of 306,000 B/D, product imports of 94,000 
B/D, and a net increase in inventory of 2,000 B/D 
during the year. 

1961 - The Intermediate Case. 

By 1961 the flow of crude and products 
in Canada will change appreciably to supply an en- 
larged market. The demands for individual petro- 
leum products will more nearly approach balanced 
local refinery yields, and with the addition of 
new refinery facilities, product imports will 
decline. We are forecasting in our Inter- 
mediate Case that the Ontario market could be 


supplied almost entirely from domestic sources, 
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while eastern Canada continues to depend on foreign 
sources, Chart #2 illustrates graphically our 
Intermediate Case where positive steps are taken 

to increase markets for Canadian crude short of 
Montreal. 

It is estimated that British Columbia 
petroleum demand will increase to 95,000 B/D by 
1961. This will be supplied by local refining 
of 78,000 B/D of Canadian crude, natural gas 
liquids production of 2,000 B/D in the Peace River 
district of British Columbia, product transfers of 
5,000 B/D from Alberta, and product imports of 
9,000 B/D from the United States. Tus). dvds 
contemplated that British Columbia refiners will 
be able to supply a larger share of their enlarged 
market, and product transfers and imports will 
decline from 1957 levels. Byathat: time, ALO; O00 
B/D of Canadian crude might be exported to United 
States Puget Sound refiners. 

The increased demand on the Prairies 
will continue to be supplied from Canadian sources, 
including 3,000 B/D transfers of products from 
Ontario. Crude exports to the United States 
Mid-West are forecast to reach 83,000 B/D by 1961. 

The greatest change is indicated to occur 
in Ontario, Petroleum demand is forecast to 
reach a level of 319,000 B/D, nearly all of which 


could be supplied from domestic sources. Demand 
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for Canadian crude will more than double from 
1957 to a level of 293,000 B/D, no foreign crude 
imports being contemplated. Product imports 
could decline to a level of 5,000 B/D, entirely 
representing products not available in Canada. 
Product transfers from Quebec are forecast in 
this case to reduce to a level of 21,000 B/D 
assuming the dividing of the Trans Northern pro- 
duct line. Ottawa Valley requirements will 
continue to be supplied more economically from 
Montreal sources and represent most of the 21,000 
B/D. 

In Quebec, petroleum demand will reach 
a level of 245,000 B/D, and in addition this 
area will supply 21,000 B/D of products to Ontario 
and 6,000 B/D to the Maritimes for a total crude 
petroleum and product requirement of 272,000 B/D. 
Supplies will be derived from foreign sources, 
including 235,000 B/D of crude for running in 
Montreal refineries, and product imports of 
37,000 B/D to balance crude yields with demand. 
It is thus forecast that crude imports into 
Quebec will be at about the 1957 level, while 
product imports to balance refinery yields will 
increase slightly. 

With the completion of a second refinery 
in the Maritimes by 1961, foreign crude imports 


will increase appreciably in that area to a level 
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of 73,000 B/D, while product imports will decline 
to a level of 15,000 B/D. The transfer of 6,000 
B/D of products from Quebec fulfills the supply 
requirements to meet an increased demand of 94,000 
B/D. 

In summary, then, total requirements, 
domestic and export, are estimated in this case to 
reach a level of over 1,100,000 B/D by 1961, of 
which a larger portion will be supplied from western 
Canadian sources. Canadian crude production could 
increase about 47 per cent, while crude imports 
would continue at 1957 levels. Product imports 
from the United States and other foreign sources 
will still be required in many areas to supplement 
local production, but on a reduced scale. 

Let us examine in a little more detail 
the growth in Canadian crude oil markets. We 
are forecasting that under this case Canadian 
crude oil production, during this period, could 
increase from a level of 498,000 B/D in 1957 to 
Tor, 000 B/D in I96F. A detailed tabulation 


of this forecast is set out hereunder: 


ee re 


300 , ie te ) aaiaile bvaraebineer 


ne: é: “ashy 
ve 


saad the pen fno0s 


o3 gabe: gut! ue | ; bedanae ote . 

’ oto ; ae ee hie 
ee Bes uth ON \E ©O0 OO, 4 a900. te 
rit oda Ow ae sb ae inthe ag “Faw aia 
Divide, HOF TAL Peg apier® rinses me 


s ampogit his BLEMM . gost) 


Sreager Fovbon ,efeyer 


ri os Sy 20) ag ane a 
Bequvpa wuehhie? Tsc76 ek pret 


} | > } he ahh os nN : 
PAGING LQ oo BENT Viton ot eet tibet eeithtve elev 
: Mi + no . cig “pay iY 
‘nt pc) a OEsoe waDwiee 8 ao aie Saito 80> = 
ar ; ; eres ra = i ‘ c 
{deteh. ncom SCIP LS a sae “sets eth Jel SS. 


5A par as - 4 i, re ed ea LEG ss Te “ae Eta Ln = 
ee ALecaany oat 4 i - 7 
PaLPENED et eg Sid) ebay ‘sand’ ‘arab teinie roe" ne a 


ES OPOLIOG Alis ansited iM Ye eharg £20 bento 


no CR Pee art CVA OOO Sad. 20 Level ‘B. wONe’ vasioroat 


mennveded suo Pan 


ANGUS, STONEHOUSE & CO. LTD. 7033 
TORONTO, ONTARIO 


ESTIMATED DEMAND FOR CANADIAN CRUDE 


ie ER IN ae aaa 


LoS, Ihe) 1960 1961 


Actual 
Canadian Demand 
British Columbia 61 69 74 75 
Prairies 149 150 154 160 
Ontario 133 264 279 293 
Pipe Line Fuel 5 6 6 7 


Exports 
Puget Sound 74 65 95 PEO 
Mid-West 56 RS) 76 83 
Offshore 20 ee = aR 


150 5 Lyd 193 


498 624 684 (38 


This indicates that Canadian demand will 
account for the largest portion of the overall in- 
crease. Demand in British Columbia and the 
prairies will increase with the growth in these 
markets for petroleum products coupled with a de- 
clining dependence on product imports. in 
Ontario a number of factors could be responsible 
for a more than doubling of the Canadian crude 
demand. Market growth and the elimination of 
crude imports into this area would provide 50 
per cent of the increase. The declining rate of 
growth for heating oils will assist local refin- 
eries to balance product yields with the demand 
for individual products thereby reducing product 
imports. This will accourit for 10 per icent 


of the growth. Finally, we ‘are projecting 42 
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sharp decline in product transfers from Quebec and 
an increasing supply of the Ontario market from 
Ontario refineries. This would involve a policy 
decision by the owners to reverse the Trans 
Northern products pipe line west of Ottawa, the 
Ottawa Valley continuing to be supplied from 
Montreal. 

The United States market for Canadian 
erude has suffered severely during 1958, particu- 
larly on the west coast. We have indicated the 
reasons for this sharp reduction in our previous 
brief to the Commission, which include declines 
in business activity, no growth in petroleum de- 
mand, serious overstocked supplies on the entire 
west coast, the impact of natural gas, and the 
United States import quotas which as they stand 
today indirectly prejudice Canadian crude. How- 
ever, it is our belief that most of these factors 
are short term in thelr effect, and that the 
demand for Canadian crude can increase in that 
area. We have examined the historic growth 
rate in the demand for crude oil equivalent to 
the demands for gasoline and middle distillates, 
covering the states of Washington and Oregon, 
for the period 1947 to 1957. The data are set 
out in Chart #3, which shows an approximate doub- 
ling in demand during the period. Until) 1955 


supplies for the area were derived almost entirely 
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from sources outside these states, During that 
year, however, new refineries built in the Puget 
Sound area commenced operations using almost en- 
tirely Canadian crude, The data are indicated 
on the chart. With the completion of new re- 
fineries in the area, local refinery runs will 
provide an increasing share of the area's demands. 
We are forecasting that Canadian crude exports 
will continue at less than the 1957 level through 
1959, but exceed this by 1960. A wide margin for 
potential future long-term growth is indicated. 

A similar study has been prepared for 
the United States mid-west area of Minnesota, 
Wisconsin and Michigan covering the period 1947- 
LOSTS (Chart #4) Petroleum demand in these 
states has also about doubled in the eleven-year 
period. Like the United States Puget Sound, 
this tri-state area is oil deficient. Refinery 
runs continued at about a constant level for some 
years following which new refineries were con- 
structed dependent almost entirely on Canadian 
sources. A conservative growth in use of 
Canadian crude is forecast for the short-term 
period, but here again the large long-term 
potential is evident. 

The Montreal Market. 
The movement of Canadian crude to 


Montreal would, of course, alter appreciably 
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the supply distribution pattern forecast in our 
Intermediate Case. (See chart #2) As indicated 
in Chart #5, there would be lower exports of 
Canadian crude to the Puget Sound area of the 
United States. It is difficult to estimate how 
much this might be but it has been placed in this 
estimate as an initial reduction of 80,000 B/D. 
This is a reflection of the conclusion that 
Canadian crude cannot realistically expect to 
secure both the Montreal and Puget Sound markets. 
The normal pressure to provide outlet for Canadian 
crude in the Puget Sound area is transformed in 
the case of a Montreal pipe line to a pressure 
to find a partial home in Puget Sound for the 
foreign crude oil displaced from Montreal. 
The estimate of crude requirements for 
Montreal assumes the logical supply of Ontario 
markets (except the Ottawa Valley) from Ontario 
refineries, thus avoiding a transportation back- 
haul if refinery crude supplies are to come from 
| the west. 

Since specialty crudes will be required 
by Montreal refiners from foreign sources for the 
manufacture of lubricants, asphalts and other 

specialty products, it is unrealistic to assume 
that Canadian crude shipments could displace all 
crude imports into that area, Assuming a line 
— were built by 1961-1962, an initial movement of 
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about 200,000 B/D might be reasonable under these 
circumstances, Product imports into Quebec will 
still be required to balance refinery yields to 
demand and to provide specialty products not manu- 
factured in Canada, 

These projections of crude and product 
imports into Montreal at these minimum levels 
assume, of course, that somehow a satisfactory 
method of taking care of the Montreal refinery's 
economic problem has been reached. This would 
appear to be a suitable point at which to re- 
examine that problem. 

(B) Problems of the Montreal Refiner: 

Each of the Montreal refiners who has 
testified before the Commission has expressed a 
reluctance on economic grounds to committing him- 
self to the running of Canadian crude at Montreal. 
Evidence has been presented showing that Canadian 
crude at present prices would lay down at Montreal 
at a disadvantage versus current sources of supply. 
This would still be true even if oil from western 
Canada could be moved at the extremely low pipe 
line rates suggested as being feasible under 
certain conditions of refinery guarantees of the 
Sisk: The refiners, however, contend that they 
cannot afford to assume such risk in underwriting 
a pipe line and tying themselves for the long 


term to Canadian oil with no reasonable assurance 
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that 1t will be made and kept competitive with 
alternative sources of supply. BRA OEE cumin SULA 
signs point to the probable future widening of the 
gap between prices of Canadian and foreign crudes 
laid down at Montreal due to basic competitive 
cost advantages of the latter, 

It has been suggested by some that this 
gap need not widen, on the basis that a reduction 
in foreign crude prices would be directly reflected 
in United States crude prices which in turn would 
be followed by Canadian prices. Events of 
recent months, however, have shown that United 
states crudes no longer meet foreign crudes at 
seaboard on a fully competitive price basis 
(otherwise why the scramble for import quotas? ) 
and that import quota limitations provide the 
dneulavion permitting such prace disparity. 

Thus, if Canadian, crude is. to, continue to be 
priced on the "continental" basis that has been 
recommended, it appears probable that its com- 
petitive position versus foreign crude at Montreal 
will deteriorate in the future. 

In, any event, the Montreal retiner feels 
that a fixed commitment to run Canadian crude 
WwouUlauelinim te his. flexibility fon the 7uture 
in securing for his market the cheapest alter- 
native source of supply in the rapidly changing 
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The question has been raised as to why, if 
une refiner values flexibility, we find vantous types 
of guarantees used in a number of cases to finance 
Oil pipe lines. In a few cases the agreements con- 
tain specific throughput guarantees which are, how- 
ever, invariably limited in scope, 

(The throughput agreement of October es 
1949, between Imperial and Interprovincial is 
tyouceal, Therein Imperial convenants that there 
will be physically tendered by Imperial and/or 
others for shipment through the Interprovincial 
system during each year petroleum in such quanti- 
ties as will be sufficient to provide an average 
daily throughput for each calendar year of 
59,673,000 barrel/miles. This barrel/mile 
ficure is, of course, a small fraction of the 
Interprovincial throughput which, for example, is 
currently more than five times this minimum barrel/ 
Mien eure, Furthermore, with no specific re- 
finery destinations committed it is obvious that 
a high degree of flexibility was retained. ) 

In others, deficiency agreements have 
been made guaranteeing bond interest and amortiza- 
tLon but retaining considerable flexipility in that 
no commitments supporting equity interest in the 
pipe line is made. Finally, increasingly popular 
in recent years are shipping agreements where no 


guarantee of throughput or of revenue is given 
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to the pipe line company. These shipping agree- 
ments state merely that if and to the extent a 
shipper is transporting crude oil from the fields 
served by the pipe line company to the markets 
reached by the pipe line, such crude oil will be 


shipped through the pipe line company's system. 
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All these forms of guarantees, where they exist, 
have one thing in common and that is that they are 
in fact provided by companies sponsoring the pipe 
lines in return for anticipated economic return 
against the risk taken, Where integrated companies 
are involved it is a mistake to conclude that they 
are necessarily acting on behalf of their refining 
interests, Thus, an the case of Interprovinceial 
and Trans Mountain pipe lines, Imperial's guarantees 
were given in the interests of its producing, not 
its. refinery, functions. Where refiners give 
throughput agreements (which are invariably limited 
in scope) they do so where there is no equally 
economic alternative supply prospect, or where 
competitive price flexibility is guaranteed by the 
supplier. Thus, a Montreal refiner would want a 
reliable guarantee of continuing price competitive- 
ness before he would willingly give up his flexi- 
bility of supply source, 

Without such guarantee (which it would 
appear the western Canadian crude oil producer is 
hardly in a position to give) the Montreal refiner 
contends that use of Canadian crude would add to 
his.costs. If he is to stay in business, two 
results appear to follow: 

(1) He must charge the consumer more for his 
products over the years than would other- 


wise be the case, and 
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(2) In order to do so he must be provided 
with adequate protection against suppliers 


using lower cost raw material. 


With regard to the first of these, the 
need for higher prices to the consumer has been 
questioned, and this subject appears to require 
Some clarification both on a current and long- 
term basis. 

At the present time refiners in Canada 
enjoy duty protection (athe about 18 cents 
per barrel of crude oil which is equivalent to a 
protection of about 4&. A list of reasons 
justifying this minor protection was set forth 
in Imperial's previous submission (page 28) and 


Will nov be repeated here, since the essential 


question is whether, in fact, Montreal refining is 
such a lucrative business that increasing costs of 
erude oil can be readily absorbed by the refiner, 
Some piecemeal data reflecting certain 
| tank wagon prices were introduced into the question- 

ing at Calgary in an effort to show that Montreal 
prices in these cases were not as far below those 

in Toronto as were crude costs and that, therefore, 
Montreal refiners could accept higher crude prices. 
The competitive oil marketing situation unfortunately 
is not as simple as such spot comparisons would imply. 


A refiner's or refiner-marketer's net revenue reflects 


the composite of all the prices received and costs 
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sustained in moving all of his joint products to 
various classes of trade in the areas which he 
serves. It cannot be expressed in the simple 
index, for example, of the tank wagon price at 
which gasoline is sold to the service station at 

a particular location. With a series of joint 
products having many qualities made from his crude, 
the competitive price he can obtain on each one 
affects the price he can afford to take on another - - 
for example, a.lower bunker fuel price means that 
more revenue must be obtained from other products 

it the refiner's overall margin is' to be maintained. 
Different competitive prices develop on different 
classes of trade - - retail, industrial/commercial, 
farm, distributor, jobber, government bid business, 
etc., and the relative proportion of these classes 
served will affect the net-back. A given refinery 
will net-back different values from some portions 

of the areas it serves than from others, depending 
upon the location of competitive sources of supply. 
The only way all of these complexities is measured 
is in the final profit results shown for the operation 
as a whole. 

At the Calgary hearings, Imperial stated 
that actual earnings of its refining-marketing 
operations in “uebec during the relatively good year 
of 1957 amounted to between 7and 8% on the total 


capital employed. Detailed supporting figures 
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were submitted to the Chairman. This returnsis 
approximately the same as that earned by Imperial's 
refining and marketing for the country as a whole 
and appears quite modest for a commercial venture 
of this type. 

With the deterioration in the competitive 
oil picture, profit results this year are, running 
well below those of last year. In the case of 
Imperial, figures for the last three months avail- 
able show profit on refining-marketing in Quebec 
falling to less than 2-3/4% on capital employed. 
It would appear clear that when the competitive 
position permits, some increases in prices are 
Cal leda, Om, ~6nd if) atvthat: time the -erude price to 
the refiner should be higher the increase in product 
prices required would be correspondingly greater. 

While as a generality product prices may 
temporarily run too low or too high, they must in 
the long run average out at a reasonable rate of 
return if an operation is to be maintained and 
Ipee competition exists. This means that in the 
long run consumer prices must reflect increases or 


decreases in costs of the supplier. iva gaaaik, 


refinery operations are to continue, higher or 
lower costs of crude oil to a Montreal refiner 
must, in the long run be reflected in higher or 
lower prices to the consumer than would otherwise 


be the case. It would seem that this may be what 
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Mr, Walter Levy was indicating in his footnote 
on page III-18 of his report, which states; 

".eein the long run it (a erude oil import 

duty) could be a factor bearing on the 

allocation of resources and the costs of 
production and consumption", 

If a refiner pays a higher price for 
crude delivered at his refinery and attempts to 
secure the necessary increase in product prices 
he will be unable to do so and will gradually go 
out of business unless he is protected from lower 
cost competitive suppliers. opecificelly a 
Montreal refiner running Canadian crude would 
require protection against three classes of 
competitors: 

(1) Other refineries in Montreal running 
Foreign crude, 

(2) Refineries in the Maritimes which could 
move into Cuebec products refined from 
cheaper foreign crude, 

(3) “Product importers. 

In order to provide such) protection, 
extensive government controls would be necescary. 
It appears desirable to examine more closely what 
types of controis might be established, 

(03) Controls: 
There are three possible methods by which 


the government might afford protection to the 
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Montreal refiner running Canadian crude. The 
methods are: 

(a) Volumetric quotas 

(Doe tera his 

(ec) Subventions 
(a) Volumetric quotas: 

How might these be applied so as to 
protect against the three types of competition 
mentioned above? 

(1) Competitive equality with other Montreal 
refineries could be easily and simply 
obtained by establishing quotas permitting 
erude oil to be imported by all Montreal 
refineries at a specified percentage of 
total crude runs. For example, all 
Montreal refiners might be required to 
use 75 or 80% of Canadian crude. Adminis- 
tratively the problem would be relatively 
Simple, though careful accounting procedures 
and provision: for adjusting unbalanced 
positions by periods would be needed. 

(2) Protection against shipments of products 
from Maritimes refineries presents a some- 
what more difficult problem. In this case, 
it would appear necessary to restrict the 
normal growth opportunity of the Maritimes 
refiner by limiting him to importing crude 


only for his requirements in the Maritime 
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provinces. This would necessitate his 
accounting for the destination of all his 
Shipments. It would be particularly 
awkward where, as usually happens, a 
refiner's yields do’ not correspond to his 
Sales requirements, and his runs would be 
limited by the product requiring the least 
amount of crude. PoSSibly provisions 
could be made permitting shipment to Quebec 
provided that on this volume Canadian crude 
would be purchased in the same percentage 
as by the Montreal refiners. This would 
pose an economic problem, 

(3) The real difficulty with the volume quota, 
however, would be met in connection with 
product imports. Product imports, 
particularly on certainsproducts:*® provide 
the balance wheel in equating supply against 
demand. EC Savery dit Sreupoevoncvess 
accurately the difference between two 
large figures representing supply and 
demand. If the administrative guess were 
wrong, adjustment would tend to come too 
late to avoid either a distress overstocked 
position if played safe or a possible market 
shortage if played close. 
4A real problem would be involved in de- 


termining what importers would receive what 
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quotas and how they would be policed. eo 

put on an historical basis, it would tend 

vo freeze ali competitive, posi tione,, and 
on any pete basis would be subject to 

CULULCLSie TON avoriu.sem, 

Should quotas be applied to all products 

or only some and what provinces should 

they cover? sn answer to such questions 
would have to be worked out. 

Briefly, volumetric quotas would appear to 
have all the ear-marks of the wartime type of con- 
trol. They can be made to work but eliminate most 
free competition and pose real administrative head- 
aches. 

(b) Tarierrs: 

Tarriffs would be administratively con- 
siderably easier than full volumetric controls. 
However, they would not necessarily be as effective 
imn~skeeping import yolumes at) the desired’ level. 

Establishment of the proper level and 
adjusting it to meet constantly changing conditions 
would be extremely difficult. It would be necessary 
to tread the narrow path between a level that would 
let in too much in the way of imports on the one 
hand or one that would tend to unduly penalize 


consumers on the other, 


The increased rates of duty (which would 


not apply in the case of those imports permitted 


tee 
m5 


g 


ihe = 
ORO, Pie 9 te hae sae Leacaiehiase 


; : : 
' an 7 i ie = 


= = a a > i o ui = 7 
ivetn Bega Snir 2 Ba ae ‘ete Neh Ge : 
_ ry 
a 
EAP ERRAMD “Te, ON Gees a Sheavad. eo ae 
FSG OS ew ol tek ena oe. 
: + on Se 8 a _ ars A 1) : 
SSUGS OL ie 06 08/24) “bE Re ae AST 
. ; 7 i \ i" 
| he he gee Paistay Se “le eae eet ALB 2 
‘ . 
| SE, Sheet Ae INO Fw deg wi GO RRO atin 
SReaM PV ISA Oa ehe usar SRO Ue “lek Lebigmo 8 oer 
- ; a -Beriag é la 
: ; a) 
| 
' 
1 
{ ’ ¢ 2 ; 4 . Fit i an = ij 7 
| EOD VLOV IRIE AE a ON: ae ee ee edt 
; , 
. if a 7 - ‘ 
fs f - - - ya is . 
fon ociganuiew Life) wen seiage, yigersore: 7% 
i | 
; 7 2 
Hes Jee DU yar severities ey 
q 


te gemuiLoy astonett gatgrse gt’ "9 


. nie Vs oo ge ah 
ait Io dgeamiatidesed 


Sent ts snail 
ms 


i 
oe a 


(O89 


ANGUS, STONEHOUSE & CO. LTD, 
TORONTO, ONTARIO 


under a straight quota system) would add further to 
the suppliers! total costs and hence to consumer 
prices. Because tariffs are eS necessity country- 
wide, the consumer in the Maritimes, for example, 
would have to pay a higher price for his products 
compared to the quota system. Such higher prices 
could well lead to loss in business, particularly 
for petroleum fuels. 

(b ) Subventions: 

A direct method would be the payment of 
government subsidies to represent the difference 
in laid down cost of Canadian crude at Montreal 
in comparison with foreign competition. This 
method has the advantage of requring no further types 
of controls on crude and product imports and does 
not»result in higher prices to sections of the 
community. 

It would, of course, involve constant 
haggling with respect to the proper size of the 
subsidy. It might also from a political stand- 
point’ prove a little aqifficult. to convince, une 
average taxpayer that the growing Canadian 
petroleum industry of the future is a depressed 
industry requiring such special subsidy and tempt 
him to suggest some form of profit control. 

It must be recognized that all of the 
methods of protection discussed either freeze out- 


side competition or equalize it to the Canadian level. 
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Under these circumstances, it would be most sur- 
prising if over the next score of years someone, 
who might not even be familiar with the present 
Commission hearings, did not propose that in the 
absence of potential outside competition the 
Canadian crude price should be regulated. It has 
been suggested that by maintaining Canadian crude 
price at parity with United States crude at Sarnia 
such possible regulation could be avoided. This 
is another way of saying that, in effect, the price 
might be regulated at that level. However, with 
no effective potential competition from United 
States or other crude oil under the proposed schemes 
for provection, it» is doubtful how Long everyone 
would be satisfied to go along unquestioningly on 
this basis. 

It is to be hoped that the picture just 
drawn as to the pitfalls that might be associated 
With controls is an overstatement. However, we 
must not close our eyes to these possibilities. 
an interesting example of how controls tend to 
pile woon controls is given in a retentyvartiele trom 
Petroleum Week (May 23, 1958) entitled "How Do 
Strist Controls Affect An Industry? ~ Look at Sugar". 
This traces the history in the United States sugar 
industry of controls which now cover all phases of 
the industry. While some people relax and enjoy it, 


others make statements such as "We do not think much 


| 

gi! 

; S6pGe ABLE wSeS ALC Tere ee bade nae, ie 

| Etuen TE Rokrtes Saget: Oey .ae Avan neon mee 

| tar febiove sa PIS si ha midtooad ! nbae * 

| agama efe- tustas nt ; BALeEY te’ 0 sedions ar 

| dete sya k feel 4o0% fe aetataaer ree snes © 

har bas Gok? aoe ‘iJoovan SeheiiGa sebror bre on . 

BaMenee | a gee: ead Paes Eo ehortS SRO are Petree 4 q 

ee teats ret worl A eee eae Lin eared nor 

file ti aa te Sa OS eS * eats devo Se¢ Eloow 


See net ree 


J2U; eayte sy vd Nea bead shige er 
. (QISLere2e Sia ie: beAF SEIS Tae OA Ee eA vee oe 


OW), For Sse Jer po eter te Ble Od tae rie 
MPP Oreeok, SeShy, Gl! Gaye: Teo see its: Jon SF 54433) toe 


ne oes Ca ideo weet i sclqindie! sree erase a 


f 
; 
a 
i 


é + ‘ Oe 5 - Pp ¢ 
Mall elaine: Cfeeot em, emia Go EL mee mors étha 


ee) OR Nosed ote TONES EE Saeed ee aie . 


eee? ie: aed. Cothuhi: no. Se a oe | 


ae 


GYR PRR, GON wl ot, nati eee tome Salah Sree | 

2Uq Giants Dis avery ee ie . aborting 3 
Sz ets Dees Mite ein, Saline: Goes Eee 
; pee 


Gen, Setiite hoc osr. oad" Aas cla. Soe 


- f Cs ata 


LOdu 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


of the Sugar Act because it rigs our markets. The 
government shouldn't be in the business of fixing 
prices and setting quotas, The government 
Shouldn't be in the position of telling us how 


much candy we can market, 
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The system has also built up an immensely complicated 
bureaucratic machiner subject to continual politick- 
ing -- everyone is trying to obtain more for them- 
selves at the expense of others. The Agriculture 
Department can inspect our books to evaluate our 
Prorits,. » lt is possible to operate the United 
States sugar industry under such conditions but it 
does not follow that the Canadian petroleum industry 
would wish to sacrifice its freedom of action or 
could operate its type of business with full 
effectiveness under limitations of this sort. 

Even assuming some initial form of pro- 
tection wereestablished, could the Montreal refiner 
from a practical point of view afford to take the 
risk of guaranteeing the pipe line? The one thing 
certain about long term forecasts is their un- 
certainty and over a period of ten years or longer 
supply and demand factors will turn out to be much 
different than foreseen today. Canadian supplies 
nearer than Alberta might become of importance. 
Alberta oil might be needed elsewhere, Adjustments 
to the protective regulations would have to be made 
to keep up with changing events, but could it be 


assumed that such adjustments would invariably be to 


the satisfaction of the refiner? Governments change and 
international trade policies change. Finally, there 
would be no potential economic advantage to compen- 


sate for assuming such long term added risk. 


heen le YEH a abs. sete 
hehe aes oF Hoty: 7) aoe 


aloe SO) age eee to. 7 peta a iat 


: Ke 
: is 
ant [uebion sf? «Sash Io 38 sendqee ont a's 


Vas ee 
1 5: SOOT ie FSageRs ao) se . aga 


t a y 
Wane 16 i. 


abuts aseebru ee we a : 


a 
’ 
oie 
a 
i 
ice 
’ 
~ 


-Lastivth sag seemeqe 6a sid lego as at 


a RR 
SS 
- 

‘ 
ih : Se 
i earn ‘ 

5 
et 
~” 
. 
—- 
— 
naa 
Ss 
- 
oe 
+ 
‘ 
t 
« 
* 
t 


Pigt -nidin ses Lene 14 sage 32 etatsao phi a 
. a ‘a . ae roe . if P . 


erie iit ee Ba Op ees 4 eas tf aah Priel st coosovitostte | ; 
=f iO airo.t Lahotet gies: dete myEcs aay | | 


ae ce 


<eeo= kl ee PSE, SAS Bratt 5 oD POs bi ice fee oe oo not JD 9J \ 


ont ones .oo Dot ity ‘to detec legideesa 2 mort 


iv aed SOPOT ANE TAD said 


a 
C 
‘ 
ie 
= 
= 


qtord at i Reorto? aed Aaen Sieie nist236, 


aéunol was aadoy aot so ete Stevo Bae Gériss7s9 , 
Sra | 


= ‘ : RAY £3 te Be 9, 3 , mut B “ if ¥ Li NIUe | 
sc ’ 
ae . 
‘ } \ 
rr ¥ 
a nm ny EY a ~~ >" a eee ~aoen ee? ; 
; f f oF wa * Ze}: Pip 2 GRO Oe aA t €t arid on 3 t0.1 itt ) ) 
J 5 
| mo ey ; 
: Bifacomee oe it -i> gmingsc se pla a AMER fA. Eris - STS =F | i 
} 2 TIS ARES Se aay ay MRA OY i 
' 
{ 


i 
‘ y + «3 % re Bor ee * 
etisndevkba ,stgdwogte beherd op tight Lto sttedte 
phere PSE SA ~SISOwoges : OB HSHo oP Fe ~ aud 


a ate f artnet ‘pteee e 4 
apd abe i he ae Rib, LW Oks HaMed i. ; mY £30. ato, pia a, ay 


es - 
US singe) as Fr 


v 


of ofa oe te as SOs yee Slave [AS - Al " ed G22 x Re 


qinteu pe eee aadst: bamstans a 


RS 


' 

H 

| | + att | 
joes eonaio we tromeyenyin < Sueeds Aa as ‘a NOLIOR tet 7, rae 
| ni - Ae ene - rie ih sat bs ] fi Le 


Seon .cebsot spacey pegeagind shat uipcotsccraant | 


DO LAnS | 
; : =, 7 - 
ert otek ae a : ees SARE ee oe 2 INROLIOO v a LE oe ny ves acto oa s w “ + 1 


: es i 
» 
6 
_ : r ¥y + ee < 
- - pes at * Date igh ee a ane tas rae 
ci) bbe om oe Cats 5: : 
ih - 


ANGUS, STONEHOUSE & CO. LTD. ies 
TORONTO, ONTARIO 


--- A short recess, 


MR, WHITE: Mr, Cogan will deal with 
aspects of the pipeline matter. 
MR, COGAN: PIPE LINEYTRANSPORTATION TO 
EASTERN CANADA, 
I, Major factors affecting pipe line 
tariffs: There are a great many factors that con- 
tribute to determining what a suitable pipe line 
tariff should be for a given movement but this 
discussion will be limited to commenting on two 
key factors to which pipe line tariffs are very sensitive 
(a) Volume of Throughput: At a given tariff the 
revenue of a pipe line variesdirectly with the 
volume of throughput but for a given pipeline 
the total daily costs of operationare relatively 
insensitive to such ‘volumes, Let us assume, 
for example, a 350 million dollar pipe line 
with a tariff established on a basis of an 
estimate of 320,000 b/d throughput. If this 
estimate should prove to be too high by, say, 
50,000 b/a,it would require an increase in 
tariff of perhaps seven to eight cents per 
barrel to maintain the anticipated pipe line 
return, 

(b) Rate of Return: The tariff established is very 
sensitive to the rate of return required on 


the capital involved. Again dealing with the 
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example of a 350 million dollar pipe line, 
1 per cent net return after taxes on this total 
sum of money is equivalent to seven cents per 


barrel on a throughput of, say, 275,000 b/d, 


The rate of return that is required to attract 
the necessary funds depends upon the risks 

involved and the timing as to when the return 
us realized, iti is*obvioussthatoiaf the: riskeis 


essentially removed a relatively low rate of return 


is satisfactory with the converse being equally 
Erue.initiis alsovelear that. if7the return is 
deferred for a considerable period, a higher 
average return is required than would be the 


case if a steady return were secured from the 


outset. For example, if a project starting with 
0% return were to improve by 4% each year to 
reach 40% afterlO years there is an apparent 
arithmetic average return over the period of 
20%. However, the potential investor could 


secure the equivalent return over the 10 year 


period if he placed the same funds in an invest- 
ment paying a steady 10% throughput. 
2. Montreal Pipe Line proposal of Home Oil: 
In the last few days we have had an 
opportunity to make a preliminary review of the new 
Home Oil proposal for a pipe line to Montreal. It is 
our general reaction that on the basis of the pre- 


mises used the Dutton-Williams report is a workmanlike 
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job and we do not wish at this time to haggle over 
differences in investment or operating cost estimates. 
Our principal concern has to do with the sensitive 
factors mentioned in the general discussion above. 
Thus, with respect to the volumes of through- 
put it is our belief that the figures are optimisti- 
cally high. Specifically, the assumption appears to 
be made that with a pipe line to Montreal it would 
soon become possible to eliminate completely product 
imports into the province, We do not believe this is 
realistic in view of the necessity for importing cer- 
tain specialty products, the need for importing distil- 
lates to supplement the maximum refinery yield and the 
need to import bunker fuel from an economic standpoint, 
Our rough estimates indicate total product import 
volumes of 50,000 to 60,000 b/d. In addition, the 
demand estimates for the markets involved are some- 
what higher than corresponding. estimates which we have 
been using. We recognize that forward demand esti- 
mates involve a considerable measure of opinion but 
we do feelthat there is a strong probability that 
the figures used may prove to be on the high side. 
With respect to the rate of return shown 
on the pipe line project, the level appears to be 
relatively low, particularly when it is taken into 
account that the more attractive levels of return are 
deferred for a number of years. Whether or not 


this projected return would be adequate to permit 
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financing the pipe line project would seem to depend 
upon the extent to which risk has been removed 
from the pipe line project by guarantees from cthers. 

In our opinion, the rates of return in- 
dicated would not be adequate to attract capital 
under what we would normally consider to be a 
commercial pipe line arrangement where guarantees are 
limited to coverage of part or all of the borrowed 
funds, The returns might be adequate for financing 
if refiners were to go further and guarantee volumes 
that would assure a return onthe equity funds 
anvesved, 

We are not clear as to the type of guarantees 
proposed for the revised pipe line project.iIn the 
case of the earlier proposal discussed at Calgary, 
it was indicated that a 15-year throughput guarantee 
would be required with volumes increasing from 
200,000 b/d the first year to 320,000 b/d in the 
fifth year. Since the revenue from such volumes 
would appear more than adequate to assure the servic- 
ing of the borrowed funds, it was our conclusion 
that the proposal envisaged a guarantee of at least 
some return on the equity invested. A guarantee 
of this type by a refiner who is assuming a large 
risk with no potential advantage did not appear to 
us to be a commercial proposition. (Of course, 
this was written before the discussion that took 


place yesterday afternoon, We understood that 
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the volume of gas delivered would be 260,000 barrels 
per day to Montreal and 75,000 barrels per day to 
Superior, According to the Dutton-Williams report, 
on page 15, these volumes of 260,000 and 75,000 
respectively are the volumes anticipated for the 
years 1962 and 1963. If at the same time we look 
at page 104 of that report, giving the financial 
data, it shows that the years 1962 and 1963, when 
these volumes would be the applicable volumes, show 
a return on common stock of 4.8 and 9 per cent 
respectively, or an average of 6.9 per cent, on 
such volumes. So, as far as I am concerned, I am 
still mystified -- that is all I can say at the 
moment. ) 

3. Alternative pipe line transporta- 
tion to eastern Canada: It was implied in the 
Calgary hearings that Interprovincial Pipe Line has 
become obsolescent and that the only way to secure 
cheap transportation to eastern Canada is through 
the inauguration of a new system, It is our 
contention on the contrary that not only has Inter- 
provincial demonstrated its historic worth but can also 
continue its logical development as a most efficient 
vehicle for handling additional volumes of crude oil 
to Ontario or eastern Canada. 

While it is true that the present system 
includes certain smaller diameter pipe (which is 


very useful in providing flexibility of shipments) , 
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it is perhaps not generally recognized that a main 
line system made up of 24, 26 and 30" pipe extends 
‘the entire distance from Edmonton to Sarnia. This is 
not small pipe. Cheaper transportation to Ontario 
awaits only the increasing barrel/miles to be 
contributed by expansion of the Ontario market for 
Canadian crude, which is developing and which we 
believe should be fostered, 

Our analysis indicates that the Inter- 
provincial system is readily adaptable for large 
increased movements at very low costs and with a 
high degree of flexibility. Barrel/mile figures 
comparing most favourably with an entirely new large 
system are indicated when the two are placed on the 
same basis of guarantees and financing. 

MR. TWAITS: REGULATION OF OIL PIPE LINES. 

The Commission has requested further infor- 
mation in regard to the recommendations contained in 
our original submission in respect of oil pipe line 
regulations. These were distinguished from gas pipe 
line regulations where conditions are quite different. 
We will attempt to deal with the former in terms of a 
number of questions submitted by the Commission as 
follows: 

(1) Imperial recommended against the single or ex- 
clusive permit system for crude o11 pipe lines 
and the question has been raised as to whether 


or not a multiple permit system would promote 
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virtual control over pipe lines by major refin- 
ing companies. 

Possibly, the Commission has not been 
informed of recent changes in the legislation 


and practice in Alberta with respect to crude 


O11 pipe line tconstruction, Alberta has, in fact, 
made a clear distinction in this respect between 
gas pipe lines and crude oil pipe lines. It has 
recently granted what appear to be multiple 
permits for crude oil pipe lines in a single 

area. We would suggest that the experience of 
the Alberta government over a period of some 
years with the exclusive permit system for crude 
oll pipe lines would be of interest to the 


Commission, 


In the United States, the exclusive permit 
system is not applied to crude oil pipe lines. 
Consequently, there is competition between 
capital and companies to provide the most economic 


transportation for gathering or trunk line 


transportation, 

In our opinion, the question of a monopoly 
position in pipe lines would not be aggravated 
by elimination of the single permit system. 
On the contrary, it would appear that the actual 
or potential competition from a new line would tend 
to lessen any monopolistic features resulting from 


the present system. It would appear that inasmuch 
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as refineries are the only customers of a crude oil 
pipe line (contrary to a gas pipe line), they are 
certain to take a vital interest in crude oil pipe 
lines, regardless of whether a single permit, 
mutliple permit or no permit system is in effect. 
In the event that as a result of such interest, any 
troublesome developments arise in the monopoly 
field, there is always present the existing legisla- 
tion to protect against such undesirable practice 
and government control can remain, even though the 
permit system is modified or abolished, 

(2) Imperial also recommended that the economic 
and financing aspects of the pipe line application 
need not be reviewed by the Board of Transport 
Commissioners but rather should depend on the tests 
of the money market. The question has been raised 
as to whether or not this recommendation would lead 
to a strong monopoly. 

We find it difficult to see any connection between 
this recommendation and the possibility of monopolies, 
It would appear that if the Transport Board did not 
review the economic aspects of a pipe line applica- 
tion, the "entrepreneur" applicant would benefit 
by avoiding the present "hen and egg" situation 
whereby he cannot secure throughput assurances 
from refiner/purchasers before he has a permit and 
conversely, cannot secure approval of the permit 


without purchaser guarantees. Rather than encourage 
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monopoly, it would seem that Imperial's recommenda- 
tion offers a better basis for the competitive de- 
velopment of pipe lines than the present exclusive 
permit system which does insure a monopoly for the 
permit holder, In short, under the exclusive 
permit system, the applicant has to pass both the 
economic examination of the Board and the financial 
test of the money market, If one of these tests is 
eliminated, the opportunity to enter the pipe line 
business would be facilitated, rather than retarded, 
and consequently our recommendation in no way 


contributes to monopolistic control. 


---(Page 7063 follows.) 


Rae ea 


= 


uae BBOP 


Fite b Page hb oo. nent 


ene art Se Lohisni@exa okmatieg® 
oy Joke yatign gad te daad. 
ad go vingnoute! SAY (hedentmete 
ho gesheaag® ge Bs agontend 

aweey TO QipeeeReRIAs bee 


ye Glin Liggoremt 6¢ eeslorsiies 


7063 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


(3) Imperial pointed out the problem of over- 
lapping jurisdiction between federal and pro- 
vincial governments and suggested in testimony 
that this might be corrected by elimination of 
certain systems by definition. The question 
has arisen as to how this might be accomplished. 
Certain provinces, and Saskatchewan in particular, 
wish to exercise jurisdiction over "gathering’ 
Systems whether or not they connect directly or 
indirectly to interprovincial pipe line systems, 
In at least two instances, the Board of Trans- 
port Commissioners have held that gathering 
systems which are connected to interprovincial 
systems are under federal jurisdictiin, even 
though such gathering systems are wholly within 
one province. It would not appear possible, 
accordingly, to define gathering systems and 
place them under provincial jurisdiction. 
However, a Similar problem in other industries, 
such as the marketing of agricultural products 
and the operation of bus and truck concerns, has 
been solved, at least on the surface, by 
delegation. We believe that if the federal 
and provincial authorities could reach agree- 
ment between types of pipe line systems which 

are are to be under provincial jurisdiction, then 
the federal government by appropriate legislation 


could delegate the necessary control to provincial 
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boards. In effect, the federal government 
would be delegating for practical purposes, 


some of its responsibilities under the B.N.u. 


Act. Provincial boards already exist in 
most provinces to accept such delegated authority. 
It is suggested that federal legislation, 


patterned after the Motor Vehicle Transport 


act of 1954, could provide that the Governor- 


in-Council could declare a pipe line system or 


any part thereof, to be from the date of de- 
Claration under provincial jurisdiction. It 
would not be necessary to define a jurisdictional 
Givision as each proposition or pipe line system 
would be considered separately. The Governor- 


in-Council could revoke any such declaration. 


Accordingly, the federal government has the 
final decision as to the division of control 
with respect to crude oil pipe lines nominally 
under federal jurisdiction. Main interprovin- 


cial trunk lines would remain under federal 


jurisdiction and the control of the Board of 
Transport Commissioners. Local or provincial 
lines would remain under provincial jurisdiction 
ana the control of provincial aulhnoritics. All 
gathering lines in a field and spur lines connect- 
ing the gathering lines to an interprovincial 
trunk line could be placed by order-in-council 


under provincial control. This wililprequire 
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federal-provincial co-operation but so will 
any solution to this jurisdictional dispute. 
We continue to believe that if some resolution 
along the lines indicated above to eliminate 
Dnesyjumisdietional tconfiictuissnot obtedned 

an ca, SshorGwutime,. seriousndifficulties wit 
arise. 

(4) Imperial suggested in its submission that rate 
regulation of oil pipe lines was unnecessary 
and that the constant pressure to reduce trans- 
portation costs in order to secure the maximum 
wellhead price and incentive for exploration 
was in itself a continuing protection. The 
question has risen as to how a transporter 


appeals rates if the Transport Board does not 


regulate rates, 


In making the foregoing recommendation, it 


should be noted that Imperial did not advocate 
the abolition of the power to regulate rates or 
ofpthe, power to declares» pipe bine «vo -bera 
eommon carrier. While suggesting that experience 
in practical operation had demonstrated that 
rate-making as a regular practice was not 
necessary, we, at the same time, recommended 
that this power be left with the Board of 
Transport to exercise if and when deemed 
necessary. 

In endeavouring to answer these specific 


questions, we should point out that Imperial's 


' 
j 
. 


wee 


sonige 


a" 
#1393508 18 rane, as 


Mea 


goo ot) fad Bae: 


tk » Ry vO io LIEIIOD fs she Va 
: |e Bari out ete . : 


ed: TE aaPeth MERON Rss oe | 
USS 2 ms AW | 


Pee i 4 its 3 si Mattie jee c 


rea 
A 4 o- id a . ey ear ! 
oT re nae 2 tf 9G. Fad Orie § Epi 7 
cnelty oe, 0) RCO i gee aa 
{ i 
GORE LGGS 80k of 
Sap ve - ene ay Soon f 
if ' Se G oe mit Pi 
dia 
AShHSean oy 
- Toc: f vy 
eSpet . a ake fae eal Sy se 


aoe oe ae 
"\. yO BAR coe Art e oA 


taney Wien wre 
a a ~P, 4 (VF uw had 
iy mle) . s 


tae ile 


7066 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


recommendations with regard to crude oil pipe line 
regulations are based on the experience of the 
past nine years, during which time the problems 

or the present form of regulation, both federal 
and provincial, have become apparent. We believe 
that our recommendations can be justified in the 
light of this experience and that in considering 
them, the Commission should obtain the private 
views of not only the provincial boards, but also 
the Board of Transport Commissioners who have the 
practical problem of applying such regulations. 

NATION:L SECURITY ASPECTS OF A MONTREAL 
PIPE LINE: This is a subject requiring the 
judgment of the best informed military and political 
opinion, we thus do not feel qualified to do more 
than point out a number of factors which presumably 
would be included with those receiving consideration 
in arriving at’ such a judgment. 

Basically Canada's oil security problems 
appear essentially identical with those of the 
United States and have been so treated in all 
emergencies to date. This is not a one-way street, 
as the transportation savings potentially available 
to the United States west coast by the Trans Mountain 
Pipe Line, if used to capacity, are more than equal 
to the full transportation required to supply eastern 
Canada from the United States Gulf or Caribbean. 


Thus, in fact, the Trans Mountain Pipe Line system 
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gives assurance of supplies to eastern Canada in 

any emergency. Also, as was pointed out by Mr. 

Rea in his testimony, aided by the Seaway it would 

in fact be possible to tie eastern Canada if need 

be into the network of United States pipe lines 
reaching the Great Lakes area, 

In viewing, therefore, the North American 
oil security picture, it is necessary to consider 
what type of emergency is envisioned. Four possible 
types are as follows: 

(1) An emergency short of war such as temporary loss 
of Middle East supplies. Flexibility of supplies 
from other sources appears sufficient to protect 
essential North american needs. This was 
demonstrated during the Suez crisis and since 
that time additional supply and transportation 
flexibility pas -devetoped. 

(2) A war resolved quickly by today's or tomorrow's 
Super-weapons,. In this’ case, inventories, not 
current new supplies, would be critical anda 
erude pipe line would not play much of a part. 

(3) A relatively long war similar to the last one 
where control of the seas was won and huge oil 
requirements developed in support of overseas 
military operations. In this .case, .the avail 
ability of foreign sources of production, nearer 
the theatres of war and already developed in 


support of peacetime markets, proved invaluable. 
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Under these circumstances, a Canadian pipe line 
to Montreal to prove of strategic value should 
be in standby status during peace. 

(4) A long war in which very little control of the 
seas is securing. In this case, the huge 
oil requirements to fight an aggressive war 
would be missing, and it is quite likely that 
North America could prove self-contained. 

The extent to which a Montreal pipe line 
might prove of assistance in the event of actual 
War wall, tnerefore, vary with the conditions: On 
phe orner Nand, 21> is Vveryeimportant. to consider 
the political aspects of war prevention. A max- 
imum. of international trade is generally recognized 
as most desirable in this respect. LESLSROLE LT Cult 
to assess what political damage and contributions 
Gorvensions might Plow from auruhner restrictions 
on North American purchases of oil but this is a 
factor which belongs in any overall study of 
national security. 

{t is perhaps of interest to note that the 
United States Office of Defence Mobilization within 
the past 10 days refused to grant certificates of 
essentiality to two huge pipe lines, one to the 
east coast and one to the west coast on the grounds 
thay “they are not’ of sufficient essentiaiivy to 
the nation's mobilization needs to warrant the 


obligation or use of Government fonds.) 
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That concludes our presentation. 

THE CHAIRMAN: Thank you very much, 
Mr. White. 

he pera cad Vo? 

Ma: PATPELLOGs Mr White, 2D wonder if 
we might see whether we can agree on certain 
facts which would be a basis for some questions 
which I wish to ask you. 

First of all, as I understand what you 
either say or infer regarding the producing areas 
of Canada, the normal law of supply and demand 
is suspended and has nothing whatever to do with 
the rate of development. 

MR, WHITE: We can go right along 
part of the way with you, but we think it is an 


over-statement; it has been modified. 
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MARY PATTILLO: When you say it is an 
over~Statement, would you please explain to me - 
from my understanding of what you say, it seems to 
me that the rate of development is dependent upon 
three things: The requirements in the leases, 
the investment that one has made, and therefore 
the desire to get in on his share of the production 
that is going to market, or the desire of a company 
to continue to hold its share of preduction going 
to market and prevent being backed out. Are not 
those the three fundamental things? 

MR. WHITE: That 1s correct, Mr. 
Pattvillo,. 

Mi ec ALTILGO: And whether or not there 
is an overall market available for the present 
production has nothing whatever to do with the 
matter at all. 

MR, WHITE: It has very iictie te do 
With the matter at all, Mr. Pattillo, Again we 
are talking about matters of degree. Now, as far 
as the degree we can now see, I would follow right 
along with you, and that also applies to degree 
in further capacity that the old industry, as built 
historically, has felt necessary to preserve. 

MR, PATTILLO: And would you agree that 
probably the really only incentive you have today 
in the west for continued exploration is the 


company's desire to preclude itself being backed 
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MR, WHITE: I would think that is 
engenerality [can accept, Mr. Pattillo; of 
course, the oil business is a funny business, as 
you know; they deal in future, they lay down 
what is to be needed, and investment is a 
characteristic of the industry. Now, we are 
talking about matters of degree in Western Canada. 

ME OPaATTILLoO: Do I understand you to 
Say that, as a result of this policy, unless you 
had prorationing to market demand you would have 
aa ehnaoctic. condi tionsas. to pricing Lf younad vow 
the law of supply and demand to apply? 

MR, WHITE: My advisor was telling 
me that not only would you have a chaotic price 
Situation but you would have complete confusion 
of equities, conservation, and really quite an 
interesting situation in which no man knew where 
his investment stocd. 

MR. Pa TLL: So, wwoutar, as the, producing 
end yon the: o11, business in, Canada.<is: concemed, “as 
I understand it, you say that to ensure these 
equities , both as to,price and.as to. share. of, the 
market, you must have Government regulation? 

MR. WHITE: You; might addione, other 
thing to that - conservation, which means the 
production we are referring to, and, .2asiTan” asi. 
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Government intervention, 

MR, PATTILLO: So that phase of the oil 
industry at least must be fully controlled. 

MR, WHITE: I see no other alternative. 
Just a minute now. The answer is yes, and for 
a number of reasons, including it has to be done 
that way or the Combines act would be attracted 
to the operations of the people in the area. 

MR. -PATTILEO: Now, let's move to the 
market, As I understand it, you still think, not- 
withstanding the recent sad developments since we 
were in Calgary, the potential markets, the best 
potential markets for Canadian crude are the Far 
West in the United States and Middle West in the 
United States and the Ontario market. 

MR. WHITE: We do. 

May CPATTILLO: I think you would agree 
with me that, provided there is no Government 
regulation of intervention, when and if Canadian 
erude gets into any of those markets depends upon 
the economics of the refiners in the markets. 

MR, WHITE: Yes, 

MR ePATTILIO: And) emit Correct. 1 
thinking that recent developments have indicated 
that, by rate of exchange and other methods, 
Venezuelan crude and Indonesian crude are getting 
into markets in the areas in the Mid-west in the 


United States and the Far West in the United States 
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that they haven't done before? 
MR. WHITE: I think your mechanism 


is wrong. Venezuelan crude we know is moving up 


the Mississippi, and Indonesian crude has been 
moving up the West coast for some time - not new. 
MR, PATTILLO: And as long as the Western 
World is confronted with a surplus of oil over 
demand, without Government intervention or 
regulation, isn't that trend likely to increase 


rather than decrease” 


MR. WHITE: I don't think that is 
eau rekye LrucgriMin, Patri pio. You can't conelude 
at any one time that we are in a very different 
situation; that nothing can save us. don. 
believe that. I don't believe that for several 
reasons. Having been a long time in the oil 
business, things change: rapidly. You are looking 
at a very depressed time now, both from a consumption 
standpoint, both in Canada and the United States, 
That as), of course, one of thei difficulty things 
the Commission has to consider. I can under- 
stand that you have come to the conclusion you 


have Just’ put tovme, but Ll frankly don’ tragree 


with you. 

MR. PATTILLO: Will you agree with me 
in this, that, as long as Mid-east oil is available 
to the western hemisphere and the western democracies, 


it would appear that there is always going to be a 
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Surplus of oil over market requirements? 

MRe WHITE; In varying degrees, that 
is correct, but again, going back into history, 
with the exception of two or three SR ee: 
periods, there has always been a surplus, and 
the surplus has expanded from time to time, but 
that situation is not unusual. 

MRA PA PELLLO: Now, would you agree with 
me. that in the present circumstances, if it were 
not for the deficiency agreements relating to the 
Trans Mountain pipe line, you might even have 
foreign oil coming into Vancouver? 

MR. WHITE: You might, anyway, but 
you are not having it, and I don't think it has the 
eonvrolling influences on the Vancouver refiners. 

Mi PAPEL Los You don't think they have 
any commercial deterrent there? 

MR, WHITE: No. 

MR. PATTILLO: Now, let me ask you this 
question, Mr. White. You recall that after your 
company gave evidence in Calgary we called a 
number of companies that were producers in alberta 
who had refineries either in the Middle west or 
Far west in the United States to see whether or not 
they could be persuaded to take any share of the 
Canadian production. You know the results of 
that enquiry. Now, since that time, have you 


obtained any factual information which would lead 
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you to believe that the prospects of putting 
Canadian crude into the Far west United States 
or the Mid-west United States are going to 
improve? 


MR. WHITE: No, the answer to that 


is obviously in the negative. We have not, but 
Peden": think all eiforts in that connection have 
been exhausted by any means, Mr. Pattillo. We 
have no concrete evidence in the sense of your 


question. 
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MR. PATTILLO: That there be voluntary 
effort by any members of the industry. Am I correct 
in thinking that at the present time there is some 
unused capacity in the refinereries in Ontario and 
that unused capacity increases in October when 
Cities Service refinery comes into operation? 

MR. WHITE: That is part of the increase 
in capacity. There are some bottleneck removal 
programs that may come into effect. Yes, there is 
an inerease capacity in’ the’ Ontario terrivory. 

MR, PATTILLO: And do you know of anything 
that has been done to get Canadian crude into that 
unused capacity at the expense of foreign crude 
going into Montreal? 

MR, WHITE: We mentioned, I think, in 
the earlier discussions of means to encourage use 
of Canadian crude in the Canadian markets, It was 
most difficult for the industry to get together 
without Government sponsorship or chairmanship. 

In fact, we couldn't do it. I think notice has 
been taken of that by the Commission. Speaking 
from our own company's standpoint, we have backed 
out in effect a million barrels of import through 
the taking on of processing contracts that would 
otherwise be an importing job. I know that. I 
know very little else because obviously we have not 


been talking about it. 


MR, FRAWLEY: Is that gasoline, Mr. White? 
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(One 


MR, WHITE: Heaving o11, 

MR, PATTILLO: Ncw then, as I understand 
your views the Montreal market in your opinion is 
not an economic market for Canadian crude, 

MR, WHITE: Well, I wish I could think it 
was, It is a nice big market. if it were we, would 


have been promoting if a long time ago, We do not 


think it economic. 
MR. PATTILLO: “So thac in your view, if 
the Canadian crude is going to go to the Mcntreal 
market, it can only go there as a result of govern- 
ment intervention and regulation, 
MR: WHITE: i think Ghat 2s four sconce isi on 
MR. PATTILLO: Can you tell me from your 


experience with pipelines if a pipeline such as 


Interprovincial is running through a State in the 
United States whether it is liable to taxes in that 
State? 

MR, WHITE: I guess we have direct testi- 
mony back here that it is liable to taxes within the 


jurisdiction it operates. Similarly, it would be in 


Canada, 
MR, PATTILLO: In each of the provinces. 
MR, WHITE: In each of the provinces, 
MR, PATTILLO: Now, in connection with 
this pipeline to Montreal and your proposal thavt 
the Government of Canada approach the Government 


of the United States and seek to endeavour by treaty 


a ee 


alos 


oa 


a 


* as ‘ ’ A Biome 0 /\e a2 ‘ fv 7 
fijotr aod T3/Ito tw 2973872 2 hoe © y | i 
; fi 
Sajetc fF Gs 
AP 1 
: ee . OP 7} 
{ ow ese ; eo es AM . 
pos ta ee — ae Gi | 
‘ i Ld 5 J - i Mia yiiom ! 
{ 
roy . y 
Si Ree % ce i 
Wie Bess . dews? } 
in A mo Jf molin tbe tae 
as Gy Sa ea . ee oe peek 
ket ny oD cys “elie < 6 2 pine Distr F | 
»8b8089 i 
F 
- - - a 
ad \ 5 o 
> 
ar 
; 40. fa 
ao Os 
eae 
TOG te s Ww. » 
is 
wi 7 z 
Cs San gos 
. i“ , cs 
Sadan Paty ote 
i 
I i , 1 - 


: " a i? i a ae F, Pr 
am? deste Laat dao oid, awaly.% 


1 ye 


a ’ 


ost tet “ott eatin ‘pimonons. os ze 
ftp, an Maem Be Stage ea 
¥ .fieu soi Fame’ ve 7 


Aorta id, saat B at of =, saw” 


é a \w 


a ad 


rics Ti git zomotg aesd aver 


Jj FP a oe 


‘ akmonass “+ see 


1 


vcodt ep ghee mpo dt deste 


x 5 aes oa ete 
: : mi 
af + 2S iotinavaedn ot 3 pat ' 
2 H ¢ 
res ons Ee) he 4 
¥ a , ie 7 iJ 
‘ Vase -«¢ FAM 
= “: 
. Er 2 ; 
¥ + Pry ¢; 
‘ 7 htdd 2 TA 4 sz 1% j if 
4 
e, eke, i 
o t my ty boy. 
GQ f f 3 ef iv iW ona LlLt oIRS il 


hee ie . "ye ¢ ree ee T 
s4 ab Isitonivoigited#A 


. 
oes * er a ro i 
Ps erates fe ie ae 


~~ 
4 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


TORS 


to make arrangements for Canadian crude entering the 
United States -- do you agree with me that if the 
United States Government agreed with the present 
import restrictions imposed by it on oil should not 
apply to Canada and that would permit Canadian crude 
to go into the United States, so that Venezuelan oil 
would continue to go into Montreal, do you agree 
that the result of that really would be a government- 
sponsored interchange of Canadian crude with 
Venezuelan crude? Do you agree that.in effect by 
taking Canadian crude into the United States the 
United States Government would be allowing a larger 
percentage of Venezuelan crude to go in than the 
import quota permitted? 

MR. WHITE: It is an interesting exercise 
in mathematics but I think you are quite correct, 
The only difference that might have a bearing on the 
subject is there has been considerable evidence 
given that concession ownership of crude, a hundred 
per cent ownership of crude, does give a greater 
competitive position than oil produced under pro 
rationing in Texas or anywhere else. That being the 
case should the mechanism you describe exist the 
American producer in the Pacific” or invany ‘part 
of the States, is facing competition from the same 
kind of crude in the sense of it being produced 
under pro rationing as he is producing himself, 


His competitive position has been impreved: The enly 
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element that bears on it is that of geography , 
which is usually a normal factor. 

MR, PATTILLO: The reason I asked - you 
that question is it has been suggested to me that 
tues NOt very realistic’to- expect the United States 
Government to enter into any treaty arrangement 
whereby Canadian crude would go into the United 
States until such time as the two countries were 
operating on a common uniform policy regarding the 
importation of foreign crude -- foreign to the 
Hemisphere. Have you heard such? 

MR, WHITE: Did you ask a question at the 
end of that sentence? I didn't get it. 

MR, PATTILLO: Have you heard such a state- 
ment as the one that was made to me? 

MR, WHITE: I think you are the one that 
introduced the treaty concept. I frankly don't know 
what mechanism would be resorted to to accomplish 
this, You are creeping into the common trade area 
pretty fast. Perhaps that is realistic. Perhaps 
that is a realistic way to look at the United States 
and Canada. It may be not a common tariff -- 

MR, PATTILLO: Well, olin other worass 
supposing the United States said, "All right, we 
will treat the continent as a whole”, In effect 
in your last summation in times of War emergency 
that is the way you look at it. Supposing the 


United States said, "We will treat the continent 
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as a whole, not only in times of War but in times 
of peace." Therefore it would be necessary for 
Canada to put on import quotas and duties to bring 
it into line with the United States. Having done 
that then wouldthe economics of the Montreal market 


still be as unrealistic as you presently think they 


are} 

MR. WHITE: Let me start off. I have 
been listening here and maybe I have lost track of 
the question. The first one is a proposition, as 
I understand it: should this union,in effect ,of ideas 
that might exist cause pressure for quotas or import 
duties in the Montreal market; and if so, would 
that change our views on the economics? 

MR, PATTILLO: Yes? 

MR, WHITE: Duty is a matter of definition. 
If you take 10 1/2 cents the answer is no. A quota 
is something quite different. That is implicit in 
the original Montreal pipeline proposal. TEGODLS 
think that would change ideas and economics, if that 
is the basis of the question. 

MR. PATTILLO: The reason I thought it 
might be a bit different is this: as I understand 
it from your brief the pricing system that used to 
prevail in the world's markets of oil has been chang- 
ing because of the quota system now enforced in the 
United States and that accordingly the prices pre- 


vailing inthe United States are not bearing the same 
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relation to world prices as they used to do. Now, 

if “vhat- is So, and you had the same quota system 

in Canada thenwould not the old idea of having 
Sarnia prices based upon Mid-West be a controlling 
factor? Would not Canadian oil into Montreal become 


an economic possibility? 
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MR, WHITE: Under those circumstances 
of a complete installation you might be quite 
correct, Mr... Pattillo, an jour analysis. Actually 
the quota system has tended to insulate the United 
States crude oil price structure, Pigtshep vont 
course, has been qualified by the ten cent excise 
duty on crude imports into the United States. 
You might argue that the price,of oil in the United 


States is too high in relation to orld-wide prices. 


The economists might agree with that. But, getting 

back to the original premise, if you isolate or 

insulate your market you can make it economic under 
certain ground rules. 


MRs, sPATTIELO: I am searching for another 


way.of avoiding the multiplicity of eontrols that 
you see -- if you merely go to Montreal, Canada, 
and have the import quota that you are talking 
about. I am wondering if those controls could 
be lessened very greatly if the Canadian Government 
decided, as a matter of policy, that they would 
adopt, regardless of the merits of them, exactly 
the same rules that the United States Government 


has enforced. 


MR. WHITE: By "rules" you are talking 


about a voluntary quota, aren't you? 


MR, PATTILLO: Yes. 


MR, WHITE: And there are several 


differences. That could be summed up as follows. 
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In the United States the voluntary quota represents 
an effort to preserve import flexibility against 
the anticipated change in future conditions when 
further imports may become desirable. No permanent 
commitment such as financing of major pipe es 
by the industry is involved in these short term 
quotas. In the case of Canada it is proposed 
through quotas to eliminate rather than preserve 
the flexibility of crude source into the indefinite 
future at the expense of a permanent commitment in 
the form of some $400,000,000.00 in a pipe line. 
ihere as qurce a different Ssivuavion, 

Pilyereres bl erga) Can we get around that? 
supposing the Canadian Government in the interests 
of the national economy and the national 
sufficiency in time of emergencies was prepared 
itseif to build this pipe line and they permitted 
tne flexibility that. you say exisvs 1n “the suniceq 
States, would the same problems that you put for- 

to Montreal 
ward exist so far as taking Canadian crud6/ oil LS 
coneerned? 

MR, WHITE: You are assuming a 
Govermment owned pipe line and an impediment to 
the importation of materials t© Montreal. 

MR, PATTILLO: A voluntary system such 
as they have in the United States, operating 
exactly side by side with it. If theirsSS went 
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increased, 
MR, WHITE: Let us define, first 


of all, that voluntary system. That i8 no more 


Meliwibaryor - 10. is. Jn name, but, it. isnot an 
a 
actuality. Therefore you have/mandatory system 


that is not a mandatory system. 

MR, PATTILLO: Let us not talk about it 
as voluntary, then. Let us talk about it as 
flexible, which is the word you used. What about 
a flexible system - - if they had a flexible 


system as opposed to the inflexible one they have 


here. 

MR. WHITE: i. dons pohink. oes 
important anyway. What you say is that there must 
be a quota fixed by the Government. Why must 


there be a quota? Simply because something from 
outside is more attractive than something from 
inside. Therefore you have a control beginning 
at that. point, and again we get into the difficulty, 
with the Government's constant preoccupation with 
the consumer's well-being, at what point does the 
Government take the responsibility of saying that 
he is being overcharged. 

MR, PATELLLO: What I have in mind, let 
me try to state it this way. You say the Montreal 
market is not economic for Canadian oil. DIGIT a aaiked ayy 
The proper markets, the economic markets, for 


Canadian oil are the Pacific Northwest and the Mid- 
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west and the Ontario market, at present there 
does not seem to be very much opportunity of 
getting two of those markets, and that leaves us 
with the Ontario market. Now, the Government of 
Alberta and some of the producers out there gay, 
"That is not good enough. We cannot keep on. 
We are not like the sparrow in Cape Breton; we 
cannot live on hope. We have to get a market." 
Now you say, "All right, then the Canadian 
Government should put the pressure on the United 
States Government to allow Canadian crude to go 
ineo the United States”. I am suggesting to 
you that it is not very realistic to expect the 
United States Government to do that as long as 
the Canadian approach to foreign imports differs 
from the United States approach, because what 
the United States producer will say, is, "You 
are in effect, by taking Canadian crude in here, 
you are in effect increasing the quota for the 
countries that are putting their oil into Montreal, 
and that is a very big point against it”. 

MR. WHITE: That is: not in the future, 
They have been saying that for some time. “rea Ge 3 
have been very hopeful about back-door importation. 
You are dealing with a situation that has been 
going on for some time. Ly 26 nota newly 
created leak in the dike, if you want to call it 


thet. There are certain real advantages to the 
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United States in allowing or preserving this out- 
let because, as has been brought out before, a 
quarter million barrels immediately back out of 
Canada would be additional pressure on the United 
states. 

MR. OPATTIULO: What I was suggesting 
was that perhaps from the standpoint of the 
Canadian economy, the saving of foreign exchange 
and the making of Canada self-sufficient in 
times of emergency, that if you did say, "All 
right, we will match our economy in oil with 
that of the United States’, that the result would 
be that without any controls other than those the 
continent would become one oil community - - you 
eould put Canadian oil into Montreal and your price 
Structure would all be governed as it used to be 
Dy the price of mitk an Texas. 

MR, WHITE: I have great difficulty in 
following you, in this’ sense, You have combined 
about six different debatable concepts in one 
question, and I do not know where to start. 

MR. PRETLOLO: I appreciate that. 

MR, WHITE: I would like to go back 
to one question that you did not quite finish up, 
about the Government's pipe line. If any 
Government pipe line is built, which can be used 
when economic and idle when not economic, that 


would be wonderful. The only thing you would 
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have tied up would be 97 , 000, 000,00 worth of 
Ceuuerovi an Loe line. whieh ee would have 
to supply. 

MR, PATTILLO: yes, DUT, aS an approach 
to it, it could be something like the 
approach to building the railways. We have 
lines of railways today that exist in this country 
that are not economic but are being maintained. 

MR, WHITE: I do not know about that. 

MR, FRAWLEY: On ives, feu ldo., 

MR, PATTILLO: Mr. Frawley speaks very 
Teelineiy. 

MR. WHITE: If you like to go back 
to the complicated question about breaking up 
the pieces, I would like to do something about 
ites J amie. Little confused apc i. 

MR. raArTrinios Perhaps I could take it 
by stages. The Canadian producer in Alberta 
is looking for a greater market for his oil. 

MR. WHITE: He as: looking [or 7one. 

MR SPAT ELULO: The Provinee of Alberta 
is looking for one, that is right? 


MR, WHITE: Correct. 
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MR. PATTILLO: It doesn't seem likely 
that there is any appreciable market in the United 
States for Canadian crude in the next few years 


unless there is some government intervention by 


the United States Government? 

MR. WHITE: Or the Canadian Government. 
We can deal with that later, But we would agree, 
with limitations. But I won't argue about it now. 

ME PATTILLO< Now, then, I suggest to 
you that it is not very realistic to expect the 
United States Government to do something which 
would permit Canadian crude to go into the United 
States regardless of quota to the detriment of the 
U. S. producer as long as the U. S. producer has 
the present argument that such an action with 
Venezuelan crude and Middle East crude going into 
Montreal constitutes a breaking of the U. S. quota 
for the benefit of those countries rather than for 
the benefit of Canada? 

MR, WHITE: I wouldn't put it that way 
attra. What you just started out with was with 
Canadian oil coming in under quotas, 

I put it another way that if the United 
States producer has that volume of Canadian oil 
as an economic tributary in certain areas of the 
States, and it is taken into account prior to 


determination of the quota, the Canadian oil backs 


out the foreign oil which is competitive; so that 
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to the United States producer the same total 
volume of imports would be maintained, but the 
quota would be smaller for distribution among 
other foreign oils than Canadian. 

MBS -PATTIEEOs That doesn't make any 
real appreciable difference? 

MR. WHITE: It would make a tremendous 
Grirerence , 

MR, PATTILLO: Would it? 

MR. WHITE: Yes. 

MR, PATTILLO: Well, perhaps, I am not 
understanding just how you apply that. 

MR. WHITE: Let us say that they have a 
determined million-barrel quota requirement and, 
for the purpose of this illustration, the Canadian 
producer has 100,000 barrels -- which is the 
economic tributary -- if they have determined the 
new quota and have accepted the 100,000 barrels 
then the remaining quota would be 900,000 barrels 
and there would be no change in the amount of oil 
imported, There would be a change in the country 
Ofori ean, 

MAY PARTPLECOS 1 ‘See. You take “Lt™or £ 
the amount which you are allowed in the aggregate. 
Has that, do you maintain, any significance? ai 
was adding it to the quota. So you think that 
that would be of significant value. But isn't 


that the very thing that your company and other 
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Canadian companies have been trying to convince the 
United States independent producer of for some time, 
without any effect? 

MR WHITE : Well, we have been at various 
independent producers! conferences, and Mr. Cogan 
has made our position clear, but they are not the 
ones that can decide. The independent producer is 
not going to be the person to decide, but he may 
have some bearing on the making of the decision, 

Nevertheless, I admit that there has been 
no indication that the independent producer is pro- 
posing to take the suggestion I have made to you, 
From the point of view of many of them being inter- 
ested up here for sentimental reasons I don't think 
you would have too much objection from them, 

MRS PART TLLOy Well, let me put this to 
you: Supposing the Canadian Government did go to 
the United States Government and ask for an 
arrangement whereby Canadian crude could enter 
the United States and that that quota would be de- 
termined in the manner you have suggested, and 
they were then confronted with the answer that, 
for political reasons, "We can't do that because 
we will be confronted..." -- with the argument 
that I put -- then, if the Canadian Government de- 
cided, that outlet being out, that its policy 
woulda be to make an oll policy identical at all 


times with the United States, under such circumstances 
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as that, firstly, if the Canadian Government did 
not build the pipe line but looked to private in- 
dustry to do it, would you consider the Montreal 
market any more economic than you have said it is 
in your statements here? 

MR, WHITE: Would you please repeat that? 
At least, repeat the premise in the question. Un- 
focuuMavely,, Lf am trying’ 9S ; 

NR. PATLEOLO: My premise was that if the 
United States Government told the Canadian Govern- 
ment that they could do nothing, for political rea- 
sons, because of the pressure being put on by 
people in the United States, and then the Canadian 
Government decides, of its own volition, and with- 
out any act on the part of the United States, that 
it would make its oil policy exactly the same at 
all times with United States Government oil policy 
and first look to private interests to build the 
pipe line to Montreal, would the Montreal market, 
where you had hemisphere policy on oil, be any 
more economic than you say it is in your statement 
which we have had today? 

MR. WHITE: It would be exactly the 
same, with the exception of the 10s-cent duty 
which, I assume, would be added to the structure 
with the so-called voluntary, not mandatory, 
control; and on the one hand Canada has to build 


the $400,million pipe line, you are saying, to do 
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aos At the moment they are importing roughly 

4O per cent of their requirements. On the other 

hand, the United States, importing 10 per cent of 

its requirements, without any requirement to build 
any facility of such a nature, endeavours to pro- 

tect its flexibility down the road. 

The two propositions are just not the 
same. If you are asking me if we would be favour- 
ably disposed to take on guarantees and so on... 

MR, PATTILLO; Yes. 

MR. WHITE: his SL tninks thevansycr 
Hasaito be: Nos 

MR, PATTILLO: So that to make the Mon- 
treal market economic for Canadian crude it is your 
view that you must not only have the continent 
approach to the oil but you would have to have 
the Canadian Government building the pipe line and 
asking for no guarantees from industry? 

MR, WHITE: Weld, frankly, Mr. Pattidio, 
those conditions don't appeal to me as an economic 
situation. If they are imposed we could not 
sell oil in Montreal today; we couldn't do it. 

But beyond that I don't see what more I can add to 
you. 

MR PATTILEO: Well, there is one other 
question I have got to ask you: Supposing the 
Government did say to the oil industry: "We are 


going to have Canadian crude in Montreal. We are 
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going to impose quotas. We propose to make them 
identical to those in the United States. Now, we 
will give you the option. We will build the pipe 
line, but we will give you the opportunity to build 
it if you want to." What do you think the private 
industry's reaction to that would be? 

MR. WHITE: I think it would have to 
know @ Lotsmore about «it. it would have to have 
careful exploration, This doesn't appeal to the 
type of industry you have now, I am afraid. 

In the ultimate, in many cases, you do 
things you don't want to do, but you want to know 
all the conditions before you can answer the 
question, 

MR. PATTLLIOs In other words, you can't 
say right off: The answer is No; you would build 
toe Line? 

MR, WHITE: No. 

Nic, Pattiddog micht tierereacre culiguic 
statement in connection with the quota system as 
applied in the States? Mr. Cogan draws to my 
attention that this is an effort to maintain the 
status quo; that is, that United States crude 
supplies 90 per cent of the U. 5. market. Lry (OU 
case the action of quotas would be in either one 
of two ways. If you followed the principle of 
status quo in that case the 10 per cent of the 


Canadian market would be covered by imported crude 
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and the balance by domestic crude. 

I am not just sure whether that adds any 
light to the situation or not. Making it the 
status quo you wouldn't do anything. You would 
have the trade to Montreal and Halifax and you 
would’ have the 10 per cent in the United States. 

MR PAT TALLO: I have one other ques- 
tion I would like to ask, Mr. White. aad 
gather, from what your company has expressed in 
Calgary and here this morning, and from the study 
you have given to this problem, that so far as 
your company is concerned unless there was some 
form of government regulation or intervention 
you don't see, at any time in the foreseeable 
future, Canadian crude going into Montreal as 
an economic proposition? 

MR. WHITE: It is ,ather too big a 
Picky sethink., "Any time in the foreseeable 
future" is a long time, but there is a lot of 
OplLearound. No, I think that statement is cor- 
rect. 

MR. PATTILLO: Those are all the 
questions I have to ask. 

THE CHAIRMAN: Thank you, Mr.Pattillo. 

It is almost half-past twelve. a 
think we will adjourn now and reassemble at two- 
fifteen this afternoon. 


---Thereupon the hearing adjourned junbil .2.15 p.m. 
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THE CHAIRMAN: The Commission will now 
resume its hearing. Mr. Frawley? 

MR, FRAWLEY: Thank you, Mr, Chairman, 

Mr. White, I don't necessarily anticipate 
any acrimony, but before there is the slightest 
possibility of thatarising, I would like to ask you 
two or three questions which I think you can answer 
in the calmest possible voice, both of the questioner 
and the answerer. 

Would you look at 1-4, and there, at the 
bottom of the page, you say under (5) (c): 

"The so-called integrated companies who have 

a large share of shut-in production are also 

the ones carrying the main burden of primary 

exploration which opens up new oil areas”, 
You will, of course, agree with me that the inde- 
pendents have drilled a large number of explora- 
tory wells. 

MR, WHITE: No question about that, Mr. 
Frawley. 

MR. FRAWLEY: Now, would you agree, though, 
that if the shut-in condition continues the majors 
will be the only ones left? 

MR, WHITE: I wouldn't agree with you, no, 

MR. FRAWLEY: There isn't very much question 
that the majors have greater financial resources than 
the average independent. 


MR, WHITE: In relation to their demands, 
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Lf am not sure, but let's say, for the sake of argu- 
ment, that that is quite correct; it is a generally- 
accepted theory. 


MR; FRAWLEY: Let me put this to you. You 


have yourself made the frank admission, and I admire 
you for making it, that in the Golden Spike pool 
you have a producibility of 45,000 barrels per day, 
and you are now producing at 340 barrels a day. 

MR. WHITE: In May and June, yes. 

MR, FRAWLEY: What is it for July? 


Mic Wnitbs: otandon'® G know: 


Mite RATTEGLOs+ a8305dr 

MR, WHITE: That is an improvement. 

MR. FRAWLEY: It has gone to 2,000, 

MR, WHITE: Po: 3 30G0 (Mr, peagoil to Vetis me: 

MR, FRAWLEY: But Imperial has weathered 
that pretty well. 

MR. WHITE: Well, if you meanzare we 
going broke, no. I am not happy about shut-in 
production anymore than you are, 

MR, FRAWLEY: How long dco you think my 
friends in Calgary can weather that sort of thing 
where their potential is 45,000 barrels per day and 
Mr. MecKinnon's Board only lets them sell 2,000, 

MR, WHITE: If you are going to make a 
hypothetical case, I don't know their position any- 
more than any other oil company's position; but, 


generally speaking, the way to meet that situation 
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TOOT 


is to cut out your exploration expenditures and just 
GOrcarry. On, 

MR, FRAWLEY: My question stems from this 
rather remarkable situation, that each and every one 
of the major companies have said no pipeline to 
Montreal, and the independents are behind the idea 
of a pipeline to Montreal, 

MR, WHITE: No, I disagree with your 
categories there, You said "major". First of all, 


I don't know what a "major" is. The companies will 


have been asked to guarantee the throughput of the 
pipeline. The others -- you know them, Mobile, Pan- 


American -- I don't know what tneir position is. 


MR, FRAWLEY: All I am suggesting to you 
is that the continued shut-back is a matter of 
extreme urgency to the independents, but apparently 
it is not a matter of extreme urgency to the -- 

MR. WHITE: I would say a matter of extreme 
concern to both, - I wouldn't say urgency, but it is 
of great importance to all the industry. 

MR. FRAWLEY: As far as refining in Montreal 
is concerned you are satisfied with the situation 
short of going to Montreal. 

MR, WHITE: We are not satisfied with it. 
We are not happy to accept the position which we don't 
think 18 competitive. A pipeline will not lay crude 


in Montreal competitive with the foreign crude at 


Montreal. 
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MR, PATTILLO: I would like to run over 
with you for a few minutes what seems to be a 
Pactual picture. J just want to see to what extent 
tne Iberia Ol Industry ts Leneed =i, 

Now, let's @o to the Pueer Sound. In the 
ruget Cound one refinery /“Shell 012 "has sala no 
Alberta crude after 1958: is that right? 

May WHITES 9 Ll don? eG ehaink tiauste rieny, 
The only statements I ever heard was no more Alberta 
crude in July. 

MR, FRAWLEY: I am sorry, I am not hearing 
you too well, 

MR, WHITE: On the question of whether I 
had ever heard the statement you made reference to, 
the only knowledge I have of Shell's operations is 
that they have eliminated the taking of Alberta 
crpge in July. 

MR, FRAWLEY: We may ask Mr. McKinnon what 
they said. I understand they are going to bring 
British Barneo crude into Puget Sound, 

MR, WHITE: That may be true, 

MR, FRAWLEY: Assume with me that is what 
is happening. 

MR. WHITE: Well, you have made the 
proposition, Go ahead anddevelop it. 

MR, FRAWLEY: And I put it to you that 
General Petroleums, a subsidiary of Sun Oil, is going 


to take in 1959 from 12 to 15,000 barrels a day, on 
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an optimistic forecast, 

MR, WHITE: I haven't any information on 
that, 

MR, FRAWLEY: Have you looked at that 
statement? 

MR, WHITE: I have looked at the statement 
and checked the totals for the year we have, and I 
agree, except with his appraisal of the export 
market, 

MR, FRAWLEY: That the Texas refinery is 
going to take from 6 to 6,000 barrels per day in the 
Puget Sound. 

MR, WHITE: I accept the testimony given 
in Calgary in which they said 8,000 barrels. 

MR, FRAWLEY: Are we sending no supply and 
no prospect of sending supply to the other operators, 
Union O11 and Richfield. . That is: the Puget Sound 
situation, 

MR, WHITE: Richfield and Union Oil have 
refineries in Puget Sound? That is news to me, 

MR, FRAWLEY: I may nave made a mistake. 
Now, the Puget Sound situation -- 

MR. WHITE: What is the Puget Sound 
situation? You have said from now on they are not 
going to do this and they are not going to do that. 
is that the way you Wasteto weave It? don't agree 
with that. Just leave out the words "from now on" 


and I will agree with you. 
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MR. FRAWLEY: What do you say? 


MR. WHITE: I am putting a time limit 


Ory 2G 


MR, FRAWLEY: What is the time limit? 


MR. WHITE: I don't know. It is not 
"from now on out", 

MR, FRAWLEY: Of course, if you don't 
agree that Alberta has lost Puget Sound except 
for the 3,000 barrels for Texas and twelve to 
fifteen thousand for General Petroleum I might 
as well stop my cross-examination right now. We 
are not getting anywhere. 

MR. WHITE: 13m sorry . We have been 
together before and perhaps know one another well 
enough that we take liberties, I was questioning 
you saying "now on out", The situation as you 
have described it today is correct. 

MR. FRAWLEY: When we move to the mid- 
west we were told this morning that Venezuelan 
crude was moving up the Mississippi. Do you 
know whether it is moving up in so far as the re- 
fineries in the Minneapolis-St. Paul area are 
concerned? 

MR. WHITE: Frankly I don't. I have 
heard there is pressure from Venezuelan crude 
moving up the river. 

MR. FRAWLEY: I would like to read an 
article from The Odé1 and Gas Journal. tps 


stated that International Refineries is working 
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out a deal under which Atlantic Refining will take 


International's Venezuelan crude at Philadelphia 


in exchange for Williston Basin crude delivered 
by Atlantic to International plant at Wrenshal, 
Minnesota. 

MR. WHITE: That sounds like a normal 
commercial operation, 

MR, FRAWLEY: There is some western 
Canadian crude going into that area? 

MR. WHITE: There has been to Interna- 
tional Refineries, 

MR, FRAWLEY: If there is a further re- 
duction experienced in that Minneapolis-St.Paul- 
Wrenshal area that would be a further setback in 
western Canadian crude? 

MR. WHITE: Undoubtedly. 

MR, FRAWLEY: Turning to the United 
States voluntary restriction procedure, they are 
now, after some time, applying restrictions on pro- 
ducts as well as crude imports, on products as well 
as crude? 

MR, WHITE: I am advised they are talking 
about it. IT am not aware they have actually done 
28 Oe 

MR, FRAWLEY: All indications point to 
a tightening up of restrictions rather than any 


relaxing of restrictions. 


MR. WHITE: Yes, I think that is fair. 
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MR. FRAWLEY: Now in that situation what 
you suggest is that we should be satisfied with 
saturating the Ontario market. Is that correct? 

MR. WHITE: I don't think that follows. 
We get back to the argument about "from here on out", 
I think there 1s more to be done in the export mar- 
kets in the west. 

MR. FRAWLEY: You think there are some 
further American markets that I have not indicated? 

MR. WHITE: In the areas you have indi- 
cated I don't think the present level of consumption 
is indicative of how far down the road. 

MR. FRAWLEY: How far down the road is 
material consideration when you are thinking of 
independents as distinguished from majors being 
able to weather the crisis? 

MR. WHITE: We are not too happy about 
LU. Please deal us in on that. 

MR, FRAWLEY: Now,you have some figures 
that I would like to ask you about on this question. 
At some place in the brief you are talking about the 
Puget Sound market. Tt ts" 1l i =20; Now I would 
like to ask you, Mr. White, looking particularly at 
1959 and 1960 and 1961 forecasts, you forecast for 
Puget Sound in 1959, 65,000 barrels a day. In 
1960 it is 95,000 barrels a day and 1961, 1110,000 


barrels a day. 


Undoubtedly you would have working papers 
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behind the forecasts. I would like you to file 
them with the Commission. 

MR, WHITE: I don't think there is any 
point in talking about working papers. Those are 
based on assumption. Either you get into Puget 
Sound Of you don't, We think you will. Te vou 
do those are the figures, 

MR, FRAWLEY: My question is that 65,000 
barrels per day for 1959 to Puget Sound of Alberta 
crude was not a figure you pulled out of the hat, 

MR. WHITE: No. That is based on an 
appraisal of the oil industry refineries plus the 
one at Tacoma. 

MR. FRAWLEY: What I would like you to do 
is give me the makeup of the 65,000, how you related 
4t to the three or four refineries concerned. igi 
you have them you can just put them into the record, 
please. 

MR, WHITE: Let us put if am tne record. 
Twenty-five thousand barrels a day for General 
Petroleum, 30,000 for Shell, 10,000 for Texas, 
Bmaethat totals 653.000, 

MR. FRAWLEY: What did you say about 
Sheil? 

MR. WHITE: Shell was taking 30,000 
barrels in this estimate. That is out of the 
total of the balance in the area. In 1959 out 


of 125,000 barrels! capacity we were estimating 
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roughly 50 per cent will be Canadian crude, 

MR. FRAWLEY: thatowilliybergoinge to all 
the refineries by the Texas Company? 

MR. WHITE: It is in the record. £ 
don't think too much meaning can be taken whether 
we assleny-x stowfexas ory" Howshel ni Te totals 

wee per cent. 

MR, FRAWLEY: Why was anything assigned 
to Shell? 

ME Awe Te : I gave the figures to the 
record -- 25,000 barrels to General Petroleum, 
30,000 to ‘Shell: and«i0,;00® to: Texas. 

MR. FRAWLEY: Now, then, give me some 
breakdown for the 95,000 in 1960. 


MR. WHITE: Thirty-five thousand to 


General Petroleum. 

MR. FRAWLEY: And will you give me the 
same breakdown for 110,000 barrels per day in 1961? 

MR. WHITE: Forty thousand for General 
Petroleum, 45,000 Shell, 25,000 Texas. 

MR. FRAWLEY: Will you move to the 
mid-west and tell me how you arrive at the 75,000 
barrels per day going into the mid-west? Where 
ie) 10 icoineuto. 1419592 

MR. WHITE: Once again this is per- 
centage gross. This is a bit more complicated 
because we have two kinds of crude, light cfude 


and medium crude oil. Do you want it by companies? 
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MR. FRAWLEY: I told you a few minutes 
ago if it is more convenient you may prepare a 
short memorandum and file it, It would take less 
time than putting it on the record now. 

MR, WHITE: We will take less time. 

MR, FRAWLEY: Now, I would like to know 
what you think about the recommendations which the 
Premier of Alberta made to this Commission on the 
16th day of May last in Calgary. There are not 
very many of them. I will put them to you one 
by one and see whether you agree, 

"Having regard to all the factors in- 

"volved I would urge that your Commission, 
"at the earliest possible date, advise the 
"Prime Minister and the Cabinet of the 
"Serious marketing problem confronting 
"Canada's oil industry and recommend im- 
"mediate action along the following lines: 
we That the Prime Minister convene a 
"meeting with the senior officials of the 
"refining, importing, transporting and 
"marketing companies involved in order to -- 
"(a) advise them of the urgent need for 
"Inereased use of Canadian crude oil and for 
"the reduction of imports of crude oil and 
"siso for the freezing of refined product 
"imports to present levels." 


What do you think about that? 
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MR. WHITE: I would agree with the first 


part of the recommendation, 
MR, FRAWLEY: What part don't you agree 
with? 
MR. WHITE: The last two. It is im- 
possible to freeze the import levels, 
MR. FRAWLEY: "(b) request industry 
"to take all necessary action to accomplish 
"these objectives and also to advise industry 


"that certain specific objectives must be 


"fulfilled in accordance with an estab- 
"lished time schedule." 
Do you agree with that? 
MR. WHITE: I agree with that. GO Ons 


MR. FRAWLEY: "(c) advise industry 


"that failing a satisfactory solution to 
"this problem within the prescribed time, 
"it is the intention of the Government of 
"Canada to impose import quotas on crude 


"oil and refined products to the extent 


"necessary to make economically feasible 
"the construction and operation of a pipe 
"line to transport Canadian crude oil from 


“Western Canada to the Montreal refining 


mepea s) 


MR, WHITE: It is hard to pass comment 
on that. Ultimately you have to lock yourself in. 


I would prefer to leave that to the Prime Minister. 
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In other words, what I am saying is that 
eventually you may have to do the things you do not 
think are sound and proper, That is a matter for 
government decision, 

MR, FRAWLEY: I am reading these things 
to you and I just want to see to what extent there 
is any great gulf between the views of Imperial Oil 


and the views of the Alberta Government, That is 


why I am putting these things to you. No. 2 is: 
"That the Prime Minister request an appropriate 
government agency to proceed immediately to make a 
thorough analysis of the best ways and means of 
instituting import quotas on crude oil and refined 
products into Canada." 


MR. WHITE: That is strictly a matter 


of mechanics, and I could not argue with that at all. 

MR, FRAWLEY: You take no exception to 
this suggestion of the Premier's? 

MR, WHITE: If they have come to the 
conclusion, that is a very necessary follow-up 
step. 

MR, FRAWLEY: "3. That the Prime Minister 
re-openand continue high level discussions with the 
United States government with the view of re- 
establishing and expanding the markets for Canadian 


produced crude oil in the Pacific North-west and 


North Central areas of the United States." 


MR, WHITE: That is easy, I agree with that. 
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MR, FRAWLEY: "Talks with regard to this 
problem already have taken place but unfortunately 
little has been accomplished. I still believe that 
such negotiations eventually can be successful 
providing a stronger approach is taken by the 
Canadian representatives and providing the dis- 
cussions are conducted at cabinet level. However, 
we must not anticipate any major adjustments in 
the next few years.” 

What is your comment on that? 

MR. WHITE: I have no particular comment 
on that. 

MR, FRAWLEY: "4h, That the Prime Minister 
designate a member of his Cabinet to keep in close 
touch with the industry, the provincial governments 
and the United States government to insure ' follow 
through'and the most rapid progress possible." 

MR, WITE: I have no comment on that. 

MR, FRAWLEY: Do you disagree with that? 

MR. WHITE: No, 

MR, FRAWLEY: I put it to you that what 


the Alberta Government seeks is, first, a market 
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for our oil somewhere and that, having been boxed 
in in the Puget Sound and having apparently a 
shrinking outlet in the Mid-West, if these con- 
ditions continue we have no alternative but to seek 
a market even though it means displacing foreign 
crude in Montreal. What is your comment on that? 

MR. WHITE: There are two key phrases -- 
and I do not like to quibble but these sentences 
get pretty long -- and one of them is "if it continues", 
16 that correct? 

MR, FRAWLEY: Yes. 

MR, WHITE: You said, "even if it dis- 
places foreign oi1"? 

MR, FRAWLEY: That is a bit of comment -- 
eliminate that. 

MR. WHITE: That is a comment, We have 
no interest in keeping foreign oil in Montreal. 

MR, FRAWLEY: I said that because it 
seems to me to be verywrong. I said, even if we 
do this thing that is so distasteful to you. 

MR, WHITE: That was not only, not dis- 
tasteful, we have no interest in keeping foreign 
oil as such in Montreal. 

MR. FRAWLEY: You have not an interest 
as such in keeping foreign oil in Montreal. Then 
I am bound to ask you a question there, Mr, White, 
however little I like to ask it. I want you to 


understand that I dislike it, but I asked it in 
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Calgary and I will ask you here, The foreign oil 
you are now bringing into Montreal that we are 
asking you to displace is oil dispatched by an 
affiliate company, the Creole Petroleum Corporation 
zn Venezuela? 

MR, WHITE: Most of it is. We buy a 
little Socony. I think you have heard about that. 

MR. FRAWLEY: I have. That was a remark- 
able exchange you entered into, 

MR. WHITE: It was remarkable and it worked 
out very well. 

MR. FRAWLEY: But the great bulk of it 
comes from the Creole Company, the Company that I 
called in Calgary -- which I suppose everybody 
accepts -- a blood brother of Imperial Oil. 

MR, WHITE: I used to work for it. 

MR. FRAWLEY: What kind of brother? 

MR, WHITE: I used to work for it. 

MR, FRAWLEY: You probably made all these 
contracts while you were down there. 

MR, WHITE: I admire them deeply, 
but not to the extent of injuring my own company. 

MR, FRAWLEY: Now I have got the Creole 
oil situation out of my system, I was wondering 
whether we would have to get to it, but I am glad 
that is done. Now, Mr. White, you speak of 
guaranteeing this pipeline. What do you mean when 


you say you are being asked to guarantee the pipeline? 
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MR, WHITE: Well, at various times 
during the hearing experts on financial matters 
have referred to what is necessary to get a pipeline 
going. The guaranteeing that was referred to is 
some type of undertaking that will permit particu- 
larly senior securities which will provide the 
bulk of the money to build a pipeline to be sold, 

A pipeline without the business is not worth anything. 
Therefore nobody will have anything to do with a 
pipeline unless someone will take the responsibility 
should it eventually not prosper, The guarantee in 
that case takes various forms, They are in various 
reports you have received. It means in our company, 
to take an example, assigning responsibility for a 
certain amount of money or a certain number of 
barrels that you either ship or pay for shipping. 

Does that answer the question? 

MR, FRAWLEY: Yes, That is what you did 
with Interprovincial? 

MR, WHITE: Yes. 

MR, FRAWLEY: How much of Interprovincial do 
you own, Mr. White? 

MR, WHITE: Exactly one-third. 

MR. FRAWLEY: But you do not want to do it 
for this company that is being referred to as the 
Brown Company? 

MR, WHITE: No, there is nothing in it for 


us except a risk without any possibility of any return- 
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avery real risk too, 

MR. FRAWLEY: Do you quarrel with the 
48,1 cents they talk about? 

MR, WHITE: I do not know anything atout 
it. It is called the Cost of Service, It is referred 
to in the testimony. 

MR, FRAWLEY: I would like you to tell me 
why, when you found a surplus of oil in Alberta 
back in 1950 or 1951 or whenever it was, you got 
very busy and you did something very constructive 
to bring that oil into the Ontario refinery, did you 
not? 

MR. WHITE: It was economic to do so, 

MR. FRAWLEY: Why is it not economic to do 
it now and to bring it further when we have that fur- 
ther surplus and bring it into Montreal? 

MR. WHITE: The -bulksor the time inothls 
hearing has been spent debating that point. The 
market is not there naturally. You have a competitive 
source of crude o11 which can be and is being laid 
down at a lower costthan you can lay down Canadian 
crude. Therefore, it is not economic. 

MR, FRAWLEY: But when you say that you 
have to keep in mind that this is owned crude that 
you are bringing into Montreal. 

MR, WHITE: Just what do you mean by that? 

MR, FRAWLEY: By the fact that, when you 


look at the Jersey family as a whole, this is owned 
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crude you are putting into Montreal, 


MR, WHITE: We have wasted a lot of time 


telling you that we do not look upon it as part of 
the Jersey family. It is my minority family in our 
group which really governs our own thinking. 

MR, FRAWLEY: You say it is absolutely 
of no importance whatsoever that you are putting 
in your affiliate's crude in Montreal? 

MR, WHITE: What was the point of that 
question? 

MR, FRAWLEY: The very point of it 1s to 
respond to your last answer, I just want to know 
whether it is so completely unimportant as you in- 
arceave, £ pul it to you that 1b. ts not) unimportanc, 

MR. WHITE: All things being equal, we 
would naturally buy from the affiliate company. 
When all things are not equal, we do not buy from 
the affiliate company. 

MR, FRAWLEY: You say that putting Alberta 
oil into Montreal can only be done if there is a 
system of controls, of quotas, and then the comple- 
mentary controls that would have to be applied in 
association with tnose quotas? 

MR, WHITE: I think we are very definite 
in our feeling that the original set of controls 
and quotas, to name one, are necessary, and we can 
easily eradicate and would be careful of the exten- 


sion of those control-type devices from that point. 
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MR. FRAWLEY: Well, let us assume, for 


the sake of discussion, that there would need to 


Poaven a. 2000 dealy-or controls | that, if yousecpLy 
the quota in the first instance to shut back the 
foreign oil, that would lead to other collateral 
control as a consequence, Is that what you don't 
want? 

MR. WHITE: Yes, I think that is 
bamwes ges 

MR, FRAWLEY: Now, let us take it on 
that basis. If we have this serious situation 
whichsome of us, at least, contend we have in 
Alberta, why are we frightened of taking serious 
measures to meet with it? 

MR. WHITE: Well,..1t 284 case yor 
the cure being worse than the decease, Mr, Frawley; 
anc.on (this point you. are ins judgment. in this 
case we think the cure is worse than the decease. 
You, I judge, don't, feel that way because the 
cure doesn't bother you very much. 

MR, FRAWLEY: The cure doesn't bother 
me? The cure is what I like. i begin to Live 
again. L @eterid. of (this Se ver cent thar) 
am now suffering from. 

MR, WHITE: We are down to 30 per 
cent. 

MR, FRAWLEY: VouUscan se Ganda % . 


MR, WHITE: Not too happily. 
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MR. FRAWLEY: You and Creole. Now, 

Mr, White, why is it that the :lberta oil industry 
apperently is the only industry in’ Canada that. is 
not entitled to be somewhat nationalistic? Is 
Uaete any reason, and if “there is) Wild vou, .. 

MR. WHITE: never heard of a 
nationalistic approach being submitted as an 
entitlement. You had better explain that. 

MR, FRAWLEY: All rig. My knowledge - 
and it is common knowledge - is that the textile 
industry is screaming to high heaven about cheap 
Japanese textiles taking away their market in 
Canada. Now, I haven't heard anybody say that 
these people are to be run out of the country 
because they talk that way - the textile manufacturer... 

THE CHALRM.N: That is not within our 
terms of reference. it is about the only thing; 
Nee prawiey! 

MR, FRAWLEY: L would Tike to Know Tf 
Imperial Oil will live with the legitimate 
aspirations of the textile industry - and there is 
another’ one I want to talk to you about in a 
moment - but Alberta oil has to get along. is 
that what you are saying to ths Commission, that 
Alberta oil has to get along as well as it can 
and weather the storms of supply and demand? 

MR. WHITE: Tr think-that is what you 


might deduce from my testimony; but. Stale think 
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we can do a little helping of ourselves. Don't 
ask me why - because it would take too long - but 
I would like to repeat what is said on page 5 
where there is a reference to asking for protection 
and subsidy. It might be better for this industry 
to avoid that, and it would be a good thing if 
we could. 
MR, FRAWLEY: What are you directing my 
attention to on page 5? 
MR. WHITE: ivan directing your 
attention to the last paragraph - the last sentence: 
"In an era when many are appealing to Government 
for protection or subsidy, I believe it is 
possibile for the oil industry to: provide the 
constructive example of being able to handle 
its own problems - complex and difficult as 
they may be." 
Certainly when you are talking about the 
Alberta oil industry you might rention that the 
industry's production, although in terms of pro- 
duction capacity it is very low, T would say 
your production this year is going to average be- 
tween 8 cents and 10 cents, looking at it at the 
worst. is. thatmot correcs: 
MR, FRAWLEY: I wouldn't know whether 
toes correct orn wmot, 
MR. WHITE: I want to know - you are 


talking about other industries... What other 
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industries in Canada are there where the effect of 
the recession has: been to hurtiras datulesss 
that? 

MR, FRAWLEY: Well, I am concerned 
with the fact that at the moment the industry has 


apraq, Overt produet. Go capability of 37 perucent, 
I must admit that is what I am concerned with. 

MRS WHITE: Yes; , and that is what 
PMemeconcerned iwith, too. 

MR, FRAWLEY: And you say that we should 
be able to give a constructive example of being 
able to handle our-own problems. We haven't done 
very much about getting that done. 

MR, WHITE: Wechave: lots tGovdo. 

MR, FRAWLEY: But always short of 
Montreal, so far as you are concerned? 

MR. WHITE’ Under present conditions, 
yes. 

MR, FRAWLEY: And you don't know how 
long -—.if you don't mind me taking one of your 
exceptions - you don't know how long that word 
Noresent" is going to continue? 

MR. WHITE: Under present conditions, 

MR. FRAWLEY: You say "under present 
Cong. cionst. 


MR, WHITE: They will continue until 


somebody changes them. 


MR. WHITE: They will continue until 
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they are changed. 

Now, these restrictions in the United 
States that Mr. Pattillo was discussing with you 
and about which he put to you some questions - 
the Jersey company subscribed to these restrictions 
in ume Uneted States? 

MR, WHITE: Wait a minute. We have 
to sort of break this down a little bit. Humble 


Supseribed to it. 


MR, FRAWLEY: Well, let us talk about 
Humble, then. Humble subscribes to them? 

MR. WHITE: Yes; Humble certainly 
does. 

MR. FRAWLEY: And they are not protesting 
at all? 

MR, WHITE: Yess but 2 had cccasion 


pera scuss it with the PresiGgenteor tie sium le 
company. He subscribes to the full investigation 
of the industry, with the Canadian group next and 
the west hemisphere group next, and... 

MR, FRAWLEY: And when you had those 
discussions with the President of Humble did you 


hear anything that might be of interest to this 


Commission? 
MR, WHITE: We were travelling. 
MR, FRAWLEY: That wasn't a regular, 


fortnightly conference? 


MR. WHITE: It was in Germany. That 
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is where we were, 

MR, FRAWLEY: Now, outside of saturating 
the Montreal market you are depending on increases 
in the Puget Sound market and the Mid-west market 
which you have indicated, and on which you are 
going to give us the breakdown? 

MR, WHITE: Well, let us get this 
thing straightened out. It may not be possible 
to avoid the Montreal market, We have said that 
in the early testimony, and we repeat it today. 
I don't think that all efforts have been expended, 
or used, to expand the market in the geographically 
normal areas where we should be, and until we are 
pretty sure that we can do anything about that let 
us put Montreal to one side. Zf you, or anyone 
else in a responsible position, can finally determine 
what is possible then we will have to take another 
Hoo at: Lt. 

MR, FRAWLEY: What I want to know is this. 
Apropos of that, give me those figures again of 
your Puget Sound stepup in 1961 and in 1960. What 
i Wes ae Have you got the page there, Mr. Cogan? 

THE CHAIRMAN:. Page 36. 

MR, FRAWLEY: 36, Thank you, Mr. Chairman. 

This is what concerns me, Mr. White. 1 
must say that I took what you said a few minutes ago 
as a crumb. IT understand that that is an expression 


which occurs some place else that we are going to 
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hear about. You said that you hadn't completely 
ruled out the possibility of Montreal, but you 

said that until we reach the stage when we are 
satisfied that nothing else will avail we mustn't 
think about Montreal. Is that what you are saying? 


MR. WHITE: Right. 
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MR. FRAWLEY: All right, now, I say 
it roughly but yo agree that it is roughly. Mr. 
White, do we have to wait until it reaches 110,000 
barrels a day in 1961? Is that the sort of thing 
you have in mind? 

MR, WHITE; You do not really think we 
can come to a decision on this. 

MR, FRAWLEY: No, except I want to know 
what is in your mind as to how long we have to 
wait in exploring this alternative short of Montreal. 

MR, WHITE: I do not think I would be 
honest if I told you how long we would have to wait. 

MR. FRAWLEY: It may be for years and it 
may be forever? 

MR. WHITE: Mer. Frawley, again I dis- 
agree with you. It cannot be for years and it 
eannot be forever. 

MR. FRAWLEY: You are satisfied that 
the present situation cannot continue indefinitely? 

MR. WHITE: Why, naturally. 

MR, FRAWLEY: And if we find that it is 
continuing to continue indefinitely then we will 
have to go to Montreal; is that about the situation? 

MR, WHITE: I am sure that is right. 

MR, FRAWLEY: Mr. White, I am sure you 
will be glad to have me give you a calculation Mr, 
MeKinnon made, and he has calculated Alberta's 


production dropped from last year to this year, 
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MR. WHITE: Are you taking Western 
Canada industry, or Alberta? 

MR, FRAWLEY: I thought your question 
was Alberta, and we took Alberta, 

MR, WHITE: I think that is Western 
Canada, 

MR, FRAWLEY: It 1s not all Alberta? 

MR, WHITE: NO» Louis noe: 

MR, FRAWLEY: Now, Mr. White, there 
are two or three things I would like to clear up: 
would you turn to II-9 and II-10, where you have 
the table? The Chairman was asking you about 
this this morning, 

Now, L put this to you, Mei Walge,.is 
it not a fact that because of shallower pay 
thicknesses in the United States and Canada it 
is necessary to drill more wells to obtain reason- 
able productibility and protect the reservoir? 
Do you agree with that? 

MR. WHITE: One thing we should have 
done is put down the relative production in each 
country and make some sort of division because 
production in these countries is so different it 
is difficult to follow the line of reasoning you 
are quoting. Now, if you like we will do that 
BORN yOu. The fact of the matter is, and I am 
quite sure it is true, the development drilling 


4n the North American Continent far exceeds any 
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foreign operation. 
MR. FRAWLEY: Is there anything wrong 


with this proposition, that because of shallower 
pay thicknesses in the United States and Canada 
it is necessary to drill more wells to have more 
productibility and protect the reservoirs? 

MR, WHITES: No, I would say because of 
non-productive wells it is true -- it may be be- 
cause of shallower pay° thicknesses, of course. 

MR, FRAWLEY: Now, will you turn to 
page II-18 and there you are talking about the 

: frequency of crown sales, and I would like to ask 
you a question on that. Is the frequency of crown 


sales not determined, (1) by the fact that oil under 


| 
| 
| 
| 
| Crown reserve parcels in producing fields would be 
drained if sales were delayed? 

MR, WHITE: I do not know, 

MR, FRAWLEY: Well, have you no opinion 
aoout that? 
opinion, it depends on the mineral owner and aa: 
the Crown owns the parcel and it is draining, it 
is pretty difficult to see how the Crown loses any- 
thing. 

MR. FRAWLEY: How about the value of it? 
Would you not lose? 

MR, WHITE: Well, you had better sell 


MR, WHITE: Well, I could have this 
ee... the one that is being drilled and you would not lose 
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anything. This is all pretty hypothetical. 

MR, FRAWLEY: Is it not so that appli- 
cations by industry to have Crown parcels put up 
have been common? 

MR, WHITE: I am sure you are right. 

I think both of us read into the record that this 
situation is only a year old -- that is the cutback 
in outlet -- and both the Alberta Government, I am 
sure, and certainly the industry, have only had 
that time to sort of examine what they are doing 
and the eftiects.of.it, so-this.observation is 
merely an observation based on past practice and 
the effect of those past practices. Industry 

may be as much to blame as anybody for it. 

MR. FRAWLEY: Have you made any complaint 
to the Minister of Mines and Minerals in Alberta 
with respect to his Crown reserve policy? 

MR, WHITE: No. 

MR. FRAWLEY: I would like to say this 
at this point, Mr. Chairman: I think I. should say 
it now, that if the Commission is seriously to 
take. whatl will.call, and I. think I can call, va 
very critical analysis of the oil administration 
in Alberta, both the Crown reserves and the adminis- 
tration of the Oil and Gas Conservation Board, then 
I would like the opportunity to file a reply. It 
may have been this was put into the Imperial brief 


in response to some questions by the Commission, 
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but I want to be quite certain and I will ask Mr, 
White now, Have you put all of this criticism 
==] do not use: the word offensively -—-< 

THE CHAIRMAN: Would you ask me first? 

MR, FRAWLEY: Yes, I should not nave 
gone to the question until I had asked you, 

THE CHAIRMAN: There was a great deal 
of discussion at our hearings in Calgary with 
respect to some of these matters and I really be- 
lieve that Mr. White and his colleagues have stated 
what they have in their brief in answer to questinns 
asked of the industry by our staff, Now, we 
have no desire to get into any kind of a critical 
analysis of the methods by which Aiperea through 
its properly constituted Boards regulated pro- 
duction and marketing of oil. We do not con- 
sider that that comes specifically within our terms 
of reference, We consider that is good back- 
ground material but we would need no reply, as I 
say, from the point of view of the Government, no 
rebuttal by Alberta, with respect to what is in 
Imperial Oil's brief in so far as it may or may 
not be critical of the policy in Alberta at this 
time. 

MR, FRAWLEY: Thank you very much. 

You atid: netepuit tiem, Dyeany chance, 
to sort of make the point that all this shut- 


pack was of our own doing and all chargeable to our 


a 7 
S 

aed 

ay 2 ie i 


tee 


re 2 oS) 
4.uee 
i 
» 
. 
= 
é ev 
7 ie se 
Y see 


if 


PIT 


¥ 
Live &* 
' 
b, a 
city 
: 
rage 
a he 
‘ 
“a 
a 
a: 
r 
a 
' hee 
r 
ro Be 


ae 
save 
, 
hs 
~~ 
a 
‘- 


ald” eRL vont om as 


~ 


ANGUS, STONEHOUSE & CO. LTD. (els 
TORONTO, ONTARIO 


own somewhat doubtful administration? 

MR. WHITE: I have mentioned the ques- 
tion d reserves and made no complaint to the 
Minister, and I judge you are referring to the 
matters that I properly referred to as Conservation 
Board matters, I think our company has expressed 
these points of view before the Conservation Board 
in argument in the past so there is nothing new 
about them. 

MR, FRAWLEY: Mr. Chairman, with respect 
to your last remark, I was very glad to have you say 
that you did not feel that you needed any reply from 

US. I assume, of course, that if we were willing 
to make a reply we would be quite free to do so? 

THE CHAIRMAN: Of course, Mr. Frawley; 
no question about that. 

| MR. FRAWLEY: Thank you. 

THE CHAIRMAN: I have no doubt that 
the Commission will be seeking information from Mr. 
McKinnon and his colleagues. 

Mr. Whité, gould we turn to page 31? 

T do not want to rehash this too far but there are 

two or three rather, shall I say, dogmatic state- 
ments and I think the Commission would like to 
get the benefit of your thinking a little further 
than it has been pursued in the brtert . 

On page 31, No. 2; export markets, the 


categorical statement was made under "A"; 


mei % 


Corer 


14 goteeved 100) edd: eroled: wate to = ate sibs we 


ot antigen al. ssadt oe ual, Aold oh, 
~ sent duods 
AOS ie tz 7 Eis Ss i aM a 4 eee aM pie - YE 


a toy, ae OW Dade prem ea 3 eer Sy 
7 NPD Belagn yoy Jed Le POR RRB an Fans 
aN | 
iis ove tS ie A _—— a niga’ E et. 
) tkpa ee ; bun oW oe hat ‘sam of 


Jae TOD we) : “ELAR: TRE: 
zt Seda deods noktusup cx 


( sce? «Swan JBM 


i alee? 
it yeb om sve DARA eee | 


“4 


“ei rolviwime lit galises “sd, iin geabae hme caeee | 
sa ~'5ugBSi L590 Bhi Des somal iom 
PAE OF AILS SW Aw © yee hal ee ee ats 


IB. sIShG. Fi “ood BoA “deeden oo stBR Pon oer 


a be hs ‘ ¥ ; ! é Pes | P den) » Ge Fed a ds, LL tte red oe : = aia in. Owe 
2" © Pe na sae s : 
sill Slvow nolan tombe ead rae I bas sdiasm 
. Ere B 5 crustal © 


alist s 063 rib ea ee wa. #2 shirt ead HeoR 


*, ke teed ct et beuerttiy read née fi x and 


Pie ay pt 
- h 


ST gh Tecan ch i 5S: sO: At bas. ni ree 


pee, eat i 


Toei SLE Saw Alamos s te : sab saaeuale 


ANGUS, STONEHOUSE & CO. LTD. (lev 
TORONTO, ONTARIO 


"It is not realistic to expect to 
"secure both the Puget Sound and Montreal 
"markets, at least in the near future,’ 
Could you tell the Commission now why you vary your 
formula on that matter? 

MR. WHITE: Mr. Chairman, the very act 
of securing the Montreal market would work against 
any arrangement, if that is indeed possible, with 
the United States Government to consider Canadian 
crude as, in effect, under the same category as 
American crude, In other words, eliminate that 
bar to equity as determined. The reason for that 
is, if you eject 250,000 barrels on the world mar- 
ket I am sure the United States would be the re- 
cipient of any complaint. That statement is 
mercly political in context and that is the reason 
it was made, 

THE CHAIRMAN: May I pursue that further 
with you? T think? your@o on a. LiteLesrurther an 
the brief and say that 250,000 barrels per’day would 
be shut out of the Montreal market, Venezuelan crude 
must find a home and you assume that that home would 
be the Puget Sound area. Now, I personally at the 
moment cannot follow that reasoning as to why that 
displaced crude must find a home. Does it not 
mean that Venezuelan crude production decreases by 


that amount? 


MR. WHITE: I think we are falling into a 
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trap of our own vocabulary; more properly that is 
what could have been said and that is what we mean. 
THE CHAIRMAN: Perhaps you did; I am not 
quoting. 
MR. WHITE: And the pressure will be thus 
on presumably the United States because Canada will 


take definitive actien. 
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THE CHAIRMAN: I am wondering why you 
don't apply that argument to western Canadian crude 
and say that our land-locked Canadian crude should 
find a home. Why should it suffer in order tc 
provide a home for Venezuelan crude? 

MR, WHITE: You are talking about markets 
other than Montreal I guess? 

THE CHAIRMAN: Any market. 

MR, WHITE: I don't see why itshould 
suffer. Our suggestion is that, if at all possible, 
we shouldn't get in a row with the administration of 
states. 

THE CHAIRMAN: Didn't you say this morn- 
ing that you felt that the voluntary import quota 
in the United States was a temporary measure only? 

MR, WHITE: Yes,,.. ‘thinkethat tseso, =i 
don't think it can keep on going the way it is. 

THE CH/IRMAN: Then you say: 

"Large potential marxets for Canadian crude 
will exist in adjacent United States areas". 
Now, those are potential markets, 

MR, WHITE: They are potential, and very 
large and I think you will see them referred to in 
Chart 4. There is quite a gap. 

THE CHAIRMAN: Is there anyone in the oil 
industry in Canada today who can possibly say that 


those markets can be secured by Canadian crude? 


MR, WHITE: If you will bring up the arrangement 
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we suggested in regard to the treatment of Canadian 
crude under quotas, I would be very optimistic that 
he use of Canadian crude would grow, both in the 
Puget Sound and in the Middle West, but I must admit 
that it depends on some such arrangement. 
THE CHAIRMAN: And this continuity would 
depend on an even tighter arrangement. 
MR, WHITE: I don't know quite what you mean. 
THE CHAIRMAN: You, in your own brief, 
deal with the Montreal market and say that it is 
uncertain because political situations change. 
MR. WHITE: The same arguments apply. 
THE CHAIRMAN: Then you say -- now we will 
have to’get to the Montreal market =- 
"If Canadian crude were to move to Montreal, 
the Montreal refiner would have to secure 
higher prices over the long run", 
What do you mean by the words “over the long run"? 
MR, WHITE: Higher-priced in the text 
means prices higher than would have to be charged 
where foreign crudes are refined in Montreal as 
opposed to Canadian crude brought down by this 
pipeline idea, I don't think it means necessarily 
higher than today. The gap you see growing is 
between the laid-down cost of foreign and Canadian 
crudes, 
THE CHAIRMAN: Is the inference from your 


statement that the cost in Montreal of foreign crude 
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is going to decrease? 
MR, WHITE: I think the inference is 
more probably in that direction than in the other 
direction, relatively. Also in our opinion one 
cannot lay Canadian crude down there today at the 
same price as foreign crude coming in. This being 
the case, this higher price would apply much sooner. 
THE CHAIRMAN: Then this decrease in the 
price of foreign crude -- it is conceivable that 
it could be competitive with Western Canadian crude 
in the Montreal market. 
MR, WHITE: EC (tcouladw elt) tsrrodaywalmost: 
We cannot solve all the problems just one go-round, 
Mr, Borden. We are going to have to have changes. 
THE CHAIRMAN: Then you get into the 
question of controls, and you speak of quotas, tariffs, 
subsidies or a combination, and you say: 
"All of these deviees limit or equalize 
competition". 
Now, I concede that if you are referring to inter- 
national competition a quota would certainly limit 
that type of competition because it excludes the 
foreign competitor from the market area, 
MR, WHITE: That is basically our contention. 
THE CHAIRMAN: You would not apply that state- 
ment, therefore, to competition within Canada within 


the industry itself? 


MR, WHITE: Not a properly-arrmged control, 
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There might be devices for doing that. But I think 
the importers and resellers who are not refiners -- 

THE CHAIRMAN: You are referring to the 
contro] of importers. 

MR, WHITE: Yes, and this kind of compli- 
cated problem to see that they get enough oil, not 
too much and not too little. We could have compli- 
cations of competition there, but that is the 
limitation you mentioned, 

THE CHAIRMAN: Do you really feel 
that if Canadian crude did, under some arrangement, 
whatever it might be, go to Montreal, that would 
mean control right back to the wellhead? 

MR, WHITE: Well, we believe that would 
be the ultimate end of it. Now, how long it would 
take, I don't know. 

THE CHAIRMAN: You wouldn't say in terms 
of years? 

MR, WHITE: No, I wouldn't like to do that. 
It is partly because we have lived under product 
control in British Columbia and Nova Scotia. It 
certainly affects the whole body. We would expect 
that would happen. 

THE CHAIRMAN: By and large, I Suppose 
the producer in Alberta would be willing to accept 
the lesser price for his crude at the wellhead in 
order to get this additional market. 


MR. WHITE: It would depend on the producer. 


tye heey et Fagot: Nicees senieaPacogn ‘er 


ee 


Oia 


ie n 
wib-og Heese Sreoor TRS aD = Ph, 
| We 
<a: UPON 
: 6 
theses te Seis whee Ste Geer erie Se 9 
igters tow vet eee aaa aa malcoig: Datao 
Toren eee St gonteW . Wie ah aoe ae rs!-clogan OOF, 
ae le Herth ieud . aia e ee ano STS caioIses 
_o pad téereceny edema d fahh 
* ay ne m pp tt ay ; ae 7 
Pasein pipes ay ov “SES aT 
ustenne Sos fires UE LHS EB EOS ES PSLe tens 
, A : eee are E Se “ MG aie lw 
B wgane «Leet etolt oo! oe Mids ian ak Sewer 
HES ate of mg ij) Mose ets $n J@od ree Sm 
in Tae egw Lon aw: f] Sey He: 
5 - t 
. Bi eaOS WOR “LeRee et + bag copie ie edt od 
gente 3'Gab TD --siad 
) 
. - - rye »] 
‘gazed: d's idatvod dots Hae ae 
oS pee = rE if 
vie Aide pr bet enoes Do cae SRE ae 
ms ton i aS ea L ig 4 ,, ‘ : os + i E Lay a 
i pktaee eyo s ertrineted ded tii mh fores 
2 Fe - 5 en te a AE 50 GP ot ewe 
Mgesoxrs+ him Copogduatiocter ale iene Rie Ease see 
. aygeeen bp bwow ssa rid 
cetiwdawd { hash jboss MATA ee 
Pee ee og at BER! bf we SOE singh: REGubotg' ons 
A Ve Fhe. t ~ se we it eat ’ Fy ee at ot ae ol 
atts a enn 2s as Fae ees a re 2 eee Cpa st Ss Ai 
" 
- Hn Wie He ewes el phe eRe ee fohstysc 
. 
Lowboug™s tape Bintiwoe Lays Vein ae +0 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO i a 3 5 


There is quite a bit of evidence saying they would, 
but there is an equally interesting division which 
indicates that they are not quite sure of what they 
are Saying. Some would actually lose, others would 
gain, 

THE CHAIRMAN: But if the sale of crude 
from Alberta were on the same basis as it is today, 
namely, on the pro rationing system, then each 
producer would have to take that lesser amount would 
he not, lesser amount of dollars? 

MR, WHITE: Oh, yes, he would have to go 
down in price, certainly. But Let's take tne example 
of a few wells producing at their present efficient 
rate, They wouldn't share in the volume that comes 
from the Montreal market, all they would do would 
take a lesser price for the same volume of oil 
because he couldn't take anymore, 

THE CHAIRMAN: But he would nave to sell it? 

MR. WHITE: Yes, he would. 

THE CHAIRMAN: So the price of Alberta crude 
could be made competitive in Montreal provided that 
the producer took and was offered only a lesser price 
For nas crude? 

MR. WHITE: I assume that that is what 
would happen; but there is quite a bit of testimony 
showing concern if that would materialize. 


THE CHAIRMAN: I realize some of the 


——| testimony indicates there is a very slim margin. 
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Moa WHITES Prom une risk there isyeyes. 
THE CHAIRM’N: I think we will have a ten- 


minute break, gentlemen, 


-~--A shoct recess, 
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MR, COMMISSIONER BRITNELL: I have just 
one or two questions. They are largely for 
Clarification. I doen't think any two are related. 
Hirst, Me wWhites,on page r<4; "Imperial cannot 
at this time justify assuming further heavy 
financial obligations for a new pipe line, which 
Weare not convinced.is economic,;.on top of those 
we.already have in connection with Interprovincial 
and Trans Mountain." Am I right in assuming from 
that, and from the answers you have given to Mr. 
Pattillo and Mr. Frawley, that Imperial O11 would 
not be prepared to sign either throughout agree- 
ments.or deficiency agreements on any pipe line to 

| Montreal at the present time. 

| MR. WHITE: L think thatie) Ss comcmecy 
abeune presént, time, Me. Britne bi. The key word 
is "which we are not convinced is economic", 

MR. COMMISSIONER BRITNELL: Thank you. 
At the bottom of the pege "(d) The question of 
foreign ownership is not limited solely to integrated 
companies." 

MR, WHITE: That LS sere thy acd1r ay 
jibe. 

MR, COMMISSIONER BRITNELL: t rather 
thought it might be. The next reference is "Brown 
land policy". I probably should know that from 
my homework in Calgary. I wonder if you would 


@larify that. 
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MR, WHITE: It should read Crown. 

MR. FRAWLEY: Nothing to do with the 
pipe line! 

MR. COMMISSIONER BRITNELL: Now the 
table at II-10. I know it gives further supple- 
mentary information. What would you say is the 
average Canadian production per well at the 
present time? 

MR, WHITE: PU eet oun Drie ir. Just 
a moment, Mr. Britnell, and we wil get 10. Les 
embarrassing. We should have that at the tip of 
our tongue. I “chink? to is" 22O parrelss It is 
in here some place. Pi might-adad, Me. sSriuiei 1, 
I am quite unhappy about this table. Too many 
factors bearing on it. I think we can add to 
that total production country, “total production 
per well, and see if what we intended to prove is 
an exact fact. TS Chine Lose 

MR. COMMISSIONER BRITNELL: I am happy 
that you say you are unhappy. I was unhappy about 
a number of factors that would seem to have to go 
along with it. 

MR. WHITE: We can either improve that 
table or delete it. 

MR. COMMISSIONER BRITNELL: That will be 
quite satisfactory. Now my final point is in 
relation to number III, page ©. I believe it is 


the table that Mr. Frawley showed some interest in, 
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the estimated demand for Canadian crude. I had 
wondered before Mr. Frawley had anything to say 
about it, I couldn't quite make out from the text 
whether the difference between the Conservation 
Board projections even for 1959 - - these pro- 
jections have just about doubled approximately the 
Conservation Board projections or estimates. oh 
wondered whether your estimate assumed any positive 
Steps being taken, say, for 1959. 

MR. WHITE: Well, this is the so- 
Gaited timmediate case; The first submission we 
made is thevrecommendatiron torget .thescompanaes 
together unde. Government auspices to see what 
Couldroe donewin, Ontario. Therseecondvone tis 
relating to clarification of the United States im- 
Portipolicy with) relation stotCanadianvcrude, 

MR, COMMISSIONER BRITNELL: That vis ¥lor 
1959 you would hope there may be some chance for 
having those steps taken. 

MR, WHITE: They have to be taken 
im 2959 %0r they are notigoing (to be taken, That 
eapows the Skzepor Lh. 

MR, COMMISSIONER BRITNELL: That would 
explain to some extent the difference between the 
ae sets of tables. Thank you very much, Mie. White, 
Tet Gsrall, i nave. 

MR, COMMISSIONER HOWLAND: ihevewa: couple 


of questions for Mr. White. Pithankiebin. MekKenzie 
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might answer one of them in regard to the projection 
of the Conservation Board. On the table following 
the little chart there I am very glad to see that 

the Conservation Board forecast some projection of 
oil in the Maritime Provinces. I would wonder 
whether Imperial O11, who are doing a lot of drili- 
ing down there, would rather agree with that formula? 
thd ss one time I would like you to agree with 

the Conservation Board, 

MR. McKENZIE: There is a sedimentary 
basin in the Gulf of St. Lawrence and the sedimentary 
section is underlying some parts of Cape Breton 
Island, the Nova Scotia mainland and New Brunswick 
and Prince Edward Island. There are quite a few 
surface manifestations of oil and gas, seepages, 

Om snales, in that ceneral area. However soe) 
don't believe there is too much prospect for very 
much production in the very fringe of the basin 
where the sediments are thin. What is unknown 
is the prospects in the table part of the basin 
where the sediments might be thick. This es 

the area of the unknown that we are exploring and 
putting our hopes on. 

THE CHAIRMAN: Mr. White, I am sure 
Doctor Howland would be agreeable to limiting that 
question to any information which might be made 
public with regard to the industhy itself and thesr 


own activities in the Maritime Provinces. 
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MR, WHITE: Thank you very much, Mr, 


Chairman, 


MR, COMMISSIONER HOWLAND: That 1SeaLe 


I wanted to get, whether you feel a little optimistic 
OF NOU. 

MR. McKENZIE: To put it very quickly 
we have now concluded one test in Prince Edward 
Island. It was a dry hole. We are not dis- 
couraged. We are going to drill a second, sue 
one had to guess I don't believe I would change the 
figures of the Conservation Board. 

MR, COMMISSIONER HOWLAND: On that chart 
I have not had an opportunity of comparing your 
figures with the Conservation Board. I don't know 
whether you have either. They have a dotted line 
there at percentage due to optimistic estimate of 
export markets. Does your estimate of export 
markets differ substantially from their optimistic 
One. 

MR. WHITE: Yes, if you are going to 
be optimistic you will have a substantial outlet 
of crude in the export market. TL think stnery 
optimistic figure is much less than we would put 
in under similar circumstances. 

MR. COMMISSIONER HOWLAND: As I take 
the chart and project it on a straight line basis 


beyond 1965, which I know is a dangerous practice, 


on that basis if you project the Alberta Conservation 
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Board's figures, even taking their optimistic export 
markets, and project that for the next even ten years 
it is almost ten years before that optimistic ex- 
port figure would catch up with what they estimate 
the growth for Canadian crude would be if you add 
Montreal market to the present market, 

MR, WHITE: We-have-’ain the’ first sub-= 
mission a curve which indicates that. Thacs 1 
think, is the intermediate case on page III-6, Our 
percentage of produétion and producitbigicyide 
about 60 per cent, or a little better, for a similar 
period. That, of course, Is eformwesternetenada 
end thisois for Alberta so therevisua bivele 
eet T erence, 

MR, COMMISSIONER HOWLAND: My recollection 
of your intermediate figure was that you did not 
Seemito feel thatsthe “addition, the Montreal pipe 
line addition to the Montreal, Market form perta 
erude would effect too seriously the growth of the 
ruset Sound area. PT think 1t was 5OfOQOO°barrets 
a day less than if you did not have the market. 

Do you adhere to that or feel subsequently it would 


be a bigger cut back. 


MR. WHITE: Well, it would probably 
be a bigger figure than that. It is anybodys 
guess. We don't know. Some major portion of 


the Puget Sound market we feel would be lost should 


the Montreal market be secured by means mentioned. 
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MR. COMMISSIONER HOWLAND: There was that 
one other point. In discussion with the Chairman 
you mentioned, on the possibility of any chance of 
crude, there would be a drop of imported price in 
Montreal? 

MR. WHITE: I think the force of compe- 
tition would seem to lead to that conclusion, 

MR. COMMISSIONER HOWLAND: Well, are 
your general theses on the growth of the Canadian 
market based on expansion from Toronto towards 
Montreal -- an eastward movement? 

MR. WHITE: Yes, an eastward movement 
from the Sarnia/Toronto complex towards Montreal. 

MR. COMMISSIONER HOWLAND; What I ama 
little concerned about is that if you have a drop 
in the price of crude in Montreal will that not set 
back this kind of expansion? 

MR, WHITE: We will have different cir- 
cumstances then. We won't have talk of protec- 
tion or duty; because so much of that is speculation 
down the road. A very small setback would be 
necessary under certain circumstances, but it 
would not be a major factor. 

MR. COMMISSIONER HOWLAND: But your pre- 
sent break-even point is pretty close to being in 
Toronto right now? 

MR. WHITE: Yes, it is. 


MR. COMMISSIONER HOWLAND: Well, let us 
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have a ten-cent drop in the price of crude, Would 
that not make it pretty impracticable to Carry) om 
with this proposed expansion towards Montreal? 

MR, WHITE: Yes, f think Le would -ceng 
to make it more difficult. It depends on the pres- 
sures that arc applied to the utilization of 
Canadian markets and the supply in Toronto from 
Western Canada; because there is something in the 
order of forty, fifty or sixty thousand barrels 
coming from Montreal now, and it is just possible 
that such a meeting as we talked about would tend 
to make that take place. 

MR. COMMISSIONER HOWLAND: And I suppose 
that B. P. and Maritime new industries would put the 
pressure on, too? 


MR. WHITE: Yes; every pressure there 


Ss 
MR, COMMISSIONER HOWLAND: Thank you. 
MR. WHITE: Mr. Cogan does raise a 
question having some interest. Should you trans- 


port something of the order of 50,000 or 60, 000 
barrels a day to the eastward through, let us say, 
the Interprovincial system, it is quite obvious you 
would have a saving in pipe line tariff which would: 
offset the 10-cent figure you have mentioned. 

MR. COMMISSIONER HOWLAND: Well, that 
really confused me a little bit, because at one 


point, in reply vo counsel, I think you ‘said! refinery 
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economics were the factor, It could be pipe line 
and production economics added to the refinery? 

MR. WHITE: Before that we must eon- 
Sider the raw material which gets in there, 

MR, COMMISSIONER HOWLAND: And by way 
of clarification, for my information again, this 
is economic, not commercial preference? 

MR, WHITE: No$ paneer preference 
PSyMOvethathis»at.all. This is economics we are 
talking about. 

MR. COMMISSIONER HOWLAND: All right. 

THE CHAIRMAN: Thank you very much 
indeed, Mr. White, to you and your colleagues for 


the supplemental brief which you have presented 


as well as for the assistance which the testimony 
of yourself and your colleagues will give to the 
Commission. 

I know that a great deal of work has 
been put into the preparationd this and we are 
very grateful. 

I believe that we have Dr, Jackson and 
that you wish to call him to make a statement. 


MR, WHITE: Yes. 


Before introducing Mr. Jackson -- Dr. 


Jackson -- I have one or two things which I might 
add -- we are late now, and we might as well be 
a few minutes later -- in trying to show the 


—l factors that bear on this problem, and the only 
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summary I might try to make is that our company is 
opposed to the Montreal market as such. We do 


not see how to get it. We are afraid the consumers! 


interest would be affected by such a proposition. 

We have suggested, and suggest again, 
that a meeting be convened to discuss the Ontario 
situation. 

There is one little sidelight I would 
like to present before the Commission. There 
has been some impression that we did not like the 
land tenure system, were rather at odds with the 
Alberta Government and didn't think much of the 
Conservation Board. The land tenure system is a 
development over a period of time. I don't know 
how one can change it. It is like changing one's 
wife -- only you can't always fix it! 

With respect to the Conservation Board, 
I would like to pay a public tribute to its devoted, 
dedicated Chairman, Mr. Ian McKinnon. The Con- 
servation Board has done extremely well over a 
long period of time. Any comments we have made 


were related to objections to the system and how 


it works. I think it is to the interest of all 
industry to recognize problems when they see them 


and mention them. 
So I hope -- and I am speaking particu- 
larly to the gentlemen at that table -- I hope no 


impression has been created which te at all 
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contrary to what I have just said. 

THE CHAIRMAN: Thank you, Mr. White. 

MR. WHITE: Mr. Jackson very kindly 
undertook to apply an accountant's eye to possibly 
some of the controls that might be necessary and to 
what things should be controlled in the general 
economy of the industry. 

In his own words he will give you his 
terms of reference on those basic things and his 
estimate of what would be necessary. 

We appreciate very much his doing this 
forty uss 

Dr. Jackson. 

THE CHAIRMAN: I think Mr. Pattillo pro- 
bably wishes to mark your submission as an exhibit, 
Dr. Jackson. 

MRe, PALTEEGTO: Yes, I would; and I would 
like to have it marked T-3-1. 

---EXHIBIT NO, T-3-1: Submission by Mr.Gilbert 
Jackson, 

MR, FRAWLEY: tT don't: know, -buc P-under= 
stood from what Mr. White said that it might have 
something to say about the things which Imperial 
Oil spoke about, and I would be grateful to receive 
a COOy.s 

THE CHAIRMAN: Has a copy been denied 


you, Mr. Frawley? We will rectify that. 
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MR. FRAWLEY: No, Mr, Lafrance has 
very kindly given me his copy, but I don't know 
why Mr. Lafrance should be deprived of it. 

THE CHAIRMAN: I am sure that extra 
copies are available, 

All right, Dr. Jackson, please proceed, 

MR. JACKSON: Thank wou, six. May I 
begin by making one correction for the récord, diy 
spite of three répéetitions of thé title I am not 
a doctor. 

I should elaborate that by saying -- by 
confessing -- that I know nothing about oll, and 
that I come here in that knowledge to discharge a 
task which has no special relationship with oil, if 
you will allow me to do so. 

What I have tried to do hastily, and very 
inadequately, is to think about the place of public 
policy in dealing with the needs of any domestic 
industry which, for any reason which seems good to 
it, would like assistance from the State. 

That, shortly, is, perhaps, what this 
insufficient submission of mine is directed to. 

Lye There is a general presumption that 

if labour and capital are left free to find the 
various channels of economic activity which have 
the strongest natural attractions for them, their 
exercise of such freedom will tend to bring about 


a larger production of goods and services over-all, 


os, ae Le 


ast sonatas! alt 
woe stack a ana ‘@etoo.a 
ath We ‘bavittoet ef 


hnadne tutht ‘sniy [oe 


roger Sabet .reiyiee a0) i 
ray ata pny: WeteAte - eG 
haters we O'l Lok tReaem, 900. anim ed ned 
dod as ; Thee eae do, 1 soatitangns “pene ne tt 


fort 


: a | 
iS bio tous onion wom & sa ‘aie oakaee'kos 
Pe.ciwoelh ot eRoalworol Besemaee ered BOO, x ees | | 
tase ifs aay AO ss so Hest | 


ass 


Hin, RO SORiG aA cicode Neeke ad) Seba ap emit t 


(hia yikune ah Set Hess oda. 


MIO MAE bo athe ene ee rikieoh' il yoltog 
SAD @Msoe Asch oie Oka) WAS Sas (stew A inh sasang 
MSIE CAN!) Sher E Sen esee tone: uth biwow a 
ey (EArt e.g A cu reat belt 
Od: Hae ht ey onthe ie vo keeles abot tre 

ie gee LUE SE ol AY Arras Aer Re ay 
AEA DT sort? GY ones ERMA ari iodad ‘ot 

4 ouinitiy Usivites + -Erreneeia te b Serinisietts pupuriey 

2809 ghexl? to} anic DOE Ti SOON Anaaioinne a 


HILLO ey. vakd i empha: co ‘to eatoagse 


ype ATS BaP LyGes Lint. abacw) I eben geytet a. 


ANGUS, STONEHOUSE & CO. LTD. (147 
TORONTO, ONTARIO 


for the community, than would be brought about 
otherwise; and will tend so to distribute our pro- 
ductive energies among different industries, 

that the various kinds of goods and services which 
are produced, will reflect approximately the 
relative urgencies of desire by consumers, for 


each of these goods and services. 
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ee Exercise of such freedom in the distribution 
of labour and capital among the various channels 
of production, tends furthermore to provide the 
consumers of these goods and services with a maximum 
of comfort, ease and enjoyment. 
ict Interference with such freedom, which is 
intended to distribute labour and capital among 
these channels on another and a different basis 
thus is likely to prevent consumers from obtaining 
the maximum of comfort, ease and enjoyment, which 
they might otherwise enjoy. 
4, Therefore we should recognize forthwith another 
general presumption: that unless in a given instance, 
there may be present some special, compelling reason 
to the contrary, labour and capital should be left 
free to find, and to distributethemselves among 
the various channels of economic activity, which have 
the strongest natural attractions for them, 

Only thus can we maximize the production of goods 
and services in our national economy. 
aye Instead of being welcomed vociferously when 
it was first propounded, forawhile the line of reason- 
ing set forth here in greatly simplified form, 
encountered strong opposition. Not until mid- 
nineteenth century did these two presumptions gain 
widespread support. Thereafter, when at last the 
teaching of Adam Smith, Jeremy Bentham, Frederic 
Bastiat and Mill prevailed, the growth of markets 


and improvement in the living standard of mankind, 
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were almost instantaneous, 


Indeed, the destruction then of regulation 
which had been discouraging or encouraging artifi- 
clally the production of certain goods and services 
(and so, diverting labour and capital from the 
channels to which they would have been attracted 
naturally) may have done as much, during the 
nineteenth century, to raise the living standard 
and the comfort of Western Man, as was done simul- 
taneously by the great discoveries in physical 
science, thenbeing published. 

6. But many such regulations remain, To that 
extent, economic enterprise still is not free. 

ie Men still respond to the same stimulus which 
donkeys obey: though the form of that stimulus varies 
occasionally. 

Nowadays the carrot is made to look like a 
business opportunity created artificially. 

This may be done by means of a tariff on goods 
imported; by means of a subsidy paid to the domestic 
producers of something; or a contribution to the 
freight charged for bringing to market goods produced 
at home; or else, use of the credit of the State for 
the benefit of private persons, eager to raise money 
from the capital market at rates of interest, which 
their own credit rating would certainly not justify. 

Nowadays, the stick is made to look like a sump- 


tuary tax or perhaps, a law forbidding production 
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or"rorblidding importation for sale in the domestic 
markets of something solid or liquid, the consump- 
tion of which (in the domestic market, or perhaps 
in some designated corner of it) is viewed fer. the 
time being, with disfavour. 
On Always a relentless opponent of the carrot and 
the stick as implements for use on humans, Adam 
Smith declared nevertheless, nearly two centuries 
ago, that there is at least one valid reason for 
interference by the State with the freedom of labour 
and capital, to seek and exploit the most profitable 
opportunities which they can find. 

In eight famous words he declared: 
"Defence is of much more importance than opulence". 
Therefore let the citizens of any country get the 
wherewithal necessary to defend themselves against 
attack from abroad: no matter what opportunities in 
business they will have to sacrifice thereby. 

In fact the maxim is valid not in one, 
but in two directions at the same time, There is 
a general presumption that the more we now can 
enlarge the present capacity to produce goods 
in general, of our own economy, the more adequate 
in general, will be the means of defence which we 
probably can procure for ourselves in an emergency. 
(But let us note also, there are exceptions to the 
presumption -- certain "defence" industries which 


in time of peace normally cannot meet competition 
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from abroad and live vigorously.-- but which are 

vital in time of war against the Queen's enemies 

and therefore, need somehow to be kept active and 
efficient in time of peace -- ready to perform 


promptly the role which, in time of active warfare 
or immediately thereafter, is the vital purpose 
of their existence! Here is the concrete embodi- 
ment of Smith's dictum, that dalle dosnt of more 


importance than opulence.) 


9. Are there other national needs, less urgent 
than our absolute need for defence but urgent enough 
to render plausible certain claims for the direction 
of labour and capital into channels of economic 
activity, which in themselves have not a very 

strong natural attraction for manpower and money? 

The building of the C.P.R. Transcontinental 
between 1831 and 1386; the creation during the past 
five years, of a complete and self-contained Canadian 
aircraft industry; the construction of the St. 
Lawrence Seaway -- these may be cited as examples 
of such claims, Each involved so great an initial 
expenditure as to make participation by the State 
essential before the project could even be launched, 

Each was of tremendous economic importance. 
But we snould note, each is tied intimately to the 
requirements of Canadian, or of North American defence: 
the supporters of each (while doubtless using words 
more modern than those of Adam Smith) thus could plead 


the "Smithian argument", quoted above, for their 
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costly ‘proposals, 
10, Superficially different, but similar in prin- 
Ciple are the claims advanced not infrequently for 


support by the State of certain local industries 


in Canada, to prevent certain portions of our 
domestic territory from becoming de-populated, 

Canada's copious records of argument 
round and about such claims doubtless would be 
more helpful to the Members of this Royal Commission, 
if the political and economic issues which these 
claims inevitably rouse, had not become entwined 
with one another inextricably, so long ago. 

Most such claims have been made for 
obvious reasons, on behalf of one or more Sections 
of the Maritime Provinces. 

11. The Royal Commission on Canada's Economic 
Prospects, having compared with one another the 
difficulties and amenities of life in these 


Provinces, then stated (Preliminary Report, December 


1956, p. 99): 


———— 


ea 


nozaabuine s ioe ‘ete thi Ry sein 


il ag mp en 


Re ore Y, 
TOnehed  ~esogek “tents co 


‘eat tae 


ie ne tt ae 
tis sdmaii hes coos 


i nee Lice ebro 2 


ca 
a 


per ae haart Msi anthaly ¢ 


oF 
cr 


nT gee SF ‘aM shih: af 


ed Bs r 7 ae ial 
Botthy ond Fob tue rel 
ea eke q ; 
« OME aegced ie " 
fib | | 


tol shes 4G et inkiti 2 ua | 


pee 5 Seon 2 Baer Me ry sue 0 “i 1 2 : 
rhe anya oa 
Ayes : P ‘ i i ie ee 
hate ‘wer z soENS a, it \ormmaianat 4 sled ual | 
ie P Metiote one: fd gegen ayn vs , 


: anal ant aeretunaity 


Pi nt * Tr gee od 
POGNE. Ms PPsas 


be 

aoa) 
Bey 

ony 


cas 


“1 i 
sae = 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO (153 


the fact remains that living standards 


are lower in the atlantic Provinces than they 


are. in the rest,of Canada, and that itis an 
everyone's interest to reduce this differential 
Pie ltots ot) allooossthleate. do. sou" 

It has been pleaded before this Commission 
that imports of oil from abroad into Cuebec should 
be restricted for the benefit of Albertans who pro- 
duce oil. implied appears to be the suggestion 
that imports-of oil from abroad into the Maritime 
Provinces might also need to be restricted. 

Admittedly, the threat of de-population 
does not overhang Alberta. 

Nevertheless, to plead that certain markets 
for oil in Eastern Canada should be restricted for 
the benefit of persons producing oil in Alberta, 
may be thought to smack somewhat of the claim of 
Lazarus, for crumbs underneath the Rich Man's table. 

The relative positions at the present time, 
of the various interested parties, may be seen below: 

(a) Growth of Population 


(1947-1957) 


Alberta H1% 
CANADA 32% 
Quebec 28% 


Maritime Provinces 14% 
(emeduaeN tid. 


Source: The Canadian Statistical Review, Table uy 
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(b) Increase of "Industrial Employment " 


(1947-1957) 


Alberta 73% 
CANADA 28% 
Quebec 25% 


Maritime Provinces 11% 
(excl. Nfld.) 


source: D.B.S. Review of Employment and Payrolls, 


Teabilevsn 


(c) Personal Income Per Person 


(1956 - the latest year of record: 
averages in current dollars. ) 


Alberta $1,418 
CANADA 305 
Quebec Ape 
Maritime Provinces G48 


(exely Nelda) 
Source? National Aecounts, Income and 
Expenditure, 1926-56, Table 29. 
ee. The specific claim now before this Royal 
Commission, that import of eile into Quebee and 
the Maritime Provinces ought to be restricted 
deliberately by Government, has been defended on 
yet another ground: that in part at least, the 
Canadian market for Canadian oil can be made an 
assured market by the simple process of making 
it a "captive" market: whereas a market abroad 
for Canadian oil might be closed against us, 
without warning, aS a result of unilateral action 
by some foreign government. To quote one witness - 


Mr. R. A. Brown, who we heard yesterday. 
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market, we can never 
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ee 
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Bp Ot Ss 


"Even if we get 
Demsure* Uneu. 1. a3. 29 secure market, whereas 
we can be sure of Canadian markets". 
(Evidence by Me. Ry A, Brown) drs "= Gramseri or. 
page 4115.) 
It may be said parenthetically that if these 
arguments were advanced in favour of all Canadian 
producers partly dependent on markets abroad for 
the disposal of whatever they produce, for whom 
a substantial "captive" market could be provided 
in Canada by restricting the freedom of Canadian 
consumers to purchase imports, many Canadian 
producers could speak with equal force, and would 
be as eager to get a captive market in this 
SOURCIY . 
But 12f all of these arguments, being equally 
welid (or invalid, as. the case may be), were 
accepted; and if in each case action were to be 
taken accordingly; much of Canada's external 
trade (imports as well as well as exports) in 
a vast range of products would thereby be des- 
CrOveA. I will repeat the statement in my 
third paragraph that the net result would be to 
reduce the supply of goods or services and the 
ease and comfort of the people of Canada as a 
whole. 
13. Whether or not "all roads lead to Rome", 
a it seems that all the roads in this discussion bring 
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us back to the so-called "defence arguments". 

There is a restrictive proposal before this 
Commission, whose execution will admittedly cause 
(at least in time of peace), a less economical 
use of Canada's aggregate resources of labour and 
capital, than would be secured if there were to 
be no such restriction. 

This contention does not require proof. 
If Canadian labour and capital, diverted to the 
construction and operation of a pipe line for 
bringing Albertan oil to Montreal, would not 
involve a certain amount of economic waste, the 
champions of such a pipe line would not have 
come to this Commission, asking for restrictions 
on the free choice of oil by Canadian consumers, 
as a means of achieving the construction of 
Their "pipe ane. in that connection; these 
paragraphs were written some time ago but I 
should like to refer you to page 4 of Mr. Brown's 
statement before the Commission yesterday after- 
noon in which he says; "We realize that our 
proposal requires some form of Government support". 

But if the crucial argument is really the 
"defence argument", no plea that Albertan oil 
brought eastward by pipe line would be displacing 
oil which might have been secured less expensively 
from abroad, can be regarded as conclusive: 


defence is still of much more importance than 
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opulence. 

The submission made by Mr. Brown on behalf 
of Home O11 and a number of other Canadian 
companies does not actually mention the word 
"defence"; and speaks of "security" no more 
than once, 

That submission is concerned, not so much 
with the position which would confront us Af in 
a Third World War, packs of enemy submarines 
and flights of enemy bombers were to be seeking 
OUO Our CONVOYS, ana sinking our ships in ereac 
numbers: ineluding of course, the tankers Ctoimeine 
Us .OLl from, abroad. It. Ts Much more concerned 
With dangers’ to the peaceful shipment of on) by 
sea, which would result from civil or international 
war in the Near East, or in South America, 

The danger exists, An economist cannot 
assess the consequences for us of such an 
interruption. These are outside his professional 
scope as an economist. 

AG this point, slither he must repire 270 
the discussion -- or else fall back on his own 
assessment of the terrible threat to peace which 
has beset us for So lone, “and will certainty 
@ontinue To DeSsev Us. 
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During at least the past three decades (and 
as far ahead of us as we can scrutinise the future) 
a new Kind of threat is directed against civilisa- 
tion. 

Thas4newithreateais snot fortuLtous, nor 2s 22 
likely to materialise fortuitously from events. 
TU iseperey Or anrorcanisedypilan, Concer vedlin 


two stages. 
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The first is the progressive weakening of 
Civilization: by civil war (as in Korea);colontal 
rebellion (as in Algeria); the paralysis of 
industry by strikes (best of all in breach of 
contract and without notice, as in London recently); 
planned provocations to violence in labour dis- 
putes (as in many recent strikes on this continent); 
and the deliberate subversion of loyalty, faith and 
morals generally, now so plainly to be seen everywhere. 

These activities take advantage of the 
fact that civilized nations are inter-dependent in 
trade, especially for foodstuffs and fuel. To destroy 
beliefs which keep man civilized, and at the same time 
to de-vitalize the world market on which all of us 
depend for key necessities of life: these are the 
logical preparations for a Third World War. 

Mo. There is no doubt: that inberruption, ofsoi2 
supplies to North America from the Near East (doubt- 
less as well, of oil supplies to North America from 
South America) form part of this deadly programme, 

If and when the stage is reached at which civilization 
has been weakened sufficiently (when, in a familiar 
"sporting" illustration, the neck muscles of the bull 
have been made to droop sufficiently), then all will 
be ready for launching World War III. Then and only 
then, will come out Hour of Trut 

Thus it is the "defence" argument in its 


most naked form, with which Members of the Commission 
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are now confronted, We cannot consider it otherwise 
than as part of :iorld War III, 

ny ee Strategists accepted long ago the maxim 
that the defence of the North American continent 
constitutes a single problem -- not a series of 
discrete problems. It seems likely that so far as 

our Joint Chiefs of Staff are concerned with the 

needs of the North American Continent in war time 

for energy, they look at problems arising in different 
parts of the Continent, as being simply portions of 
the much larger supply problem which they face, over- 
aid. 

The question whether oil could reach 
Montreal during the next World War depends on much 
the same considerations, as the question whether oil 
could then reach ports in the North Atlantic or ports 
am the Caribpean. 
If it were to be concluded that in such 

a war (whether as the result of submarine action 

or otherwise) the North American continent is likely 
to be made dependent on domestic supplies of oll, 
such a conclusion will obviously govern the planning 
of oil deliveries, everywhere in North America. 

The distribution of o11 would then be planned on a 
continental scale. But if itis concluded, on the 
contrary, that North America can reasonably look fOr 
a continuance of oil deliveries by sea, such deliveries 
could probably be made with no more difficulty to 


Montreal than to North American ports elsewhere, 
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is) These two considerations (first, that the 
problem of defence is of much more importance than 
has appeared in the submission of Mr. Brown: eeeonas 
that we really face not a local threat to the 

fuel supplies of four Canadian provinces, but a 
comprehensive threat to the fuel supplies ae the 
North American continent), lead me to suggest to the 
Members of this Commission that before deciding 
against, or in favour of the claim now before then, 
that import of oil into Quebec and these three 
Maritime Provinces should be restricted deliberately 
by Government, they should ask the Joint Chiefs of 
Staff, in due form, for an exhaustive discussion 

of the proposal in its strategic aspect (and of 
course, in secret). 

Tne members of the Commission would, no 
doubt, be guided subsequently, by the results of 
that discussion, 

THE CHAIRMAN: Thank you very much, Dr. 
Jackson. Mr. Pattillo? 

MR, PATTILLO: Mr. Chairman, I don't think 
I wish to ask Mr. Jackson any questions. 

THE CHAIRMAN: Mr, Frawley? 

MR, FRAWLEY: Thank you very much, I have 
no questions. 

THE CHAIRMAN: Thank you very much, Dr. 
Jackson, for giving us this dissertation on the 


economic picture, it is very helpful. Thank you, sir. 
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Now, what does counsel propose we do? 

I know that British American 011 is next on our 
list. Have you discussed the matter with B.A. Oil, 
Mr, Pattillo? 

MR, PATTILLO: No, -L haven!t "2 em atraig, 
Mr, Chairman, because I thought probably we would 
be busy for the rest of the afternoon, md we have, 
and I do know Mr. Loughney has been here, 

THE CHAIRMAN: Well, gentlemen, we 
propose to adjourn the hearing until tomorrow 
morning, if that is satisfactory to you, Mr. Loughney. 

MR, LOUGHNEY: Yes, sir. 

THE CHAIRMAN: We will meet again tomorrow 
morning in this room at 10.00 a.m, The hearing is 
now adjourned. 


---Whereupon the hearing was adjourned 4.35 p.m., 
to resume at 10,00 a.m,, Wednesday, July 9, 1953, 
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